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AMERICAN INSTITUTE OF ACCOUNTANTS’ 
EXAMINATIONS 


ants, May 15 and 16, 1924.) 
Auditing 


May I5, 1924, 9 A. M. TO 12:30 P. M. 


The candidate must answer all the following questions: 
No. 1 (10 points): 

A & B, a firm, ask your advice as to the advantages and dis- 
advantages of incorporating. Their invested capital is $100,000 
and their net income (federal income-tax basis) was $30,000. 
Their business, hardware retailing in a small but growing town, 


is run by the partners and three employees. What would you tell 
them? 


No. 2 (10 points): 

A & B having incorporated on January 1, A dies February 1. 
His executor thinks he has grounds for believing that A did not 
receive his full equity in the incorporation of the old firm. B 
offers to submit all the books and records to you as auditor acting 
for both parties. State what books and records you would 
examine and how you would satisfy yourself that A had or had 
not received full value for his interest in the firm. (Assume that 
you have not been employed by either party before.) 


No. 3 (10 points): 
As the result of the above audit (Question 2) you find A was 


entitled to $2,000 more for his equity, which B settles by trans- 
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ferring additional stock at par for the amount. On April 1 the 
books of A’s executor show the following receipts: 


(a) From sale of above-mentioned stock at par................4. $2,000 
(b) Rent of property owned by A for the quarter v sary, So ebruary 29 300 


(c) Dividend on railroad stock declared the previous December 15, 
(d) Six months’ interest on a mortgage paid March 31............ 600 
(e) Refund of excess federal income tax which A had paid three years 
and the following disbursements made: 
(8) Rent of A's residence for January, February, and March...... 300 
(h) Household supplies for January. 100 
(i) Cash advanced to A’s widow, sole legatee 1,000 
(j) A's federal income tax for the previous year and for one month ‘of 


Items (a) to (e) are found to be included in the revenue ac- 
count of the estate, and items (f) to (j) charged to expense. 
Have you any criticism to offer? ; 


No. 4 (15 points): 

A client comes to you for the purpose of being assisted, so far 
as all accounting matters are concerned, in the consolidation of 
five manufacturing companies. He informs you that it has been 
decided that in the first place each concern will send to him a 
balance-sheet as at the close of its last fiscal year and profit-and- 
loss accounts for each of the past five years, so that a preliminary 
statement can be prepared showing the approximate amount of 
common and preferred stock of the new incorporation that will 
be turned over to each of the five companies in settlement for its 
net assets, etc. 

The plan outlined for consolidation includes the giving of 
preferred stock for all tangible assets less liabilities and common 
stock for the goodwill based upon past profits. He asks you to 
prepare for him a letter to be sent to each of these five companies 
requesting such further information as might not ordinarilv 
appear on a balance-sheet and profit-and-loss account, which it 
would be necessary to have before you in order to prepare the 
preliminary figures referred to above. Outline the character of 
the information which you would include in such a letter. 


No. 5 (15 points): 

To what extent do you consider it obligatory for an auditor to 
examine minutes? Illustrate by reference to audits of different 
classes, such as: 
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(a) Anincorporated company; 

(b) A university or hospital partly endowed; 

(c) The governing body of a political subdivision, such as a 

town council or board of freeholders; 

giving examples of the character of information which you would 
expect to find in each. 

If in any of these cases you were refused access to the minutes 
what would be your position? 


No. 6 (10 points): 

In auditing the books of a manufacturing concern state fully 
what steps you would take to satisfy yourself on the subject of 
the item ‘‘wages”’ in the current profit-and-loss account. 


No. 7 (10 points): 

Mention the chief points to be observed in reporting upon the 
accounts of a partnership where you are acting on behalf of a 
retiring partner, when the business is to be continued by the 
remaining partners. 
No. 8 (20 points): Statement 

In the course of your examination of the A-B Company of 
Duluth, Minnesota, you find that the preferred stock is issued 
under a covenant that the corporation will at all times maintain 
net current assets of a value twice the amount of the outstanding 
preferred stock. The articles of incorporation also prescribe 
that the term “current assets’’ means the cash and bank balances, 
merchandise, current customers’ accounts and notes, and the 
cash surrender value of life insurance, if any. 

The final trial balance of the A-B Company at December 31, 
1923, submitted for your verification and certificate is as follows: 


Account Dr. 
Cash surrender value of life insurance............. 150,000 
Customers’ accounts and notes.............s00005 2,150,000 
110,000 


$6,760,000 $6,760,000 
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In verifying the bank balances you find that two bank ac- 
counts carrying balances to the credit of the corporation of the 
aggregate sum of $100,000 since August I, 1923, have suspended 
payment on all deposit balances at September 1, 1923, and while 
these banks were open and conducting business on deposits made 
after September 1, 1923, the $100,000 was not subject to immedi- 
ate demand and there is no information available as to when these 
amounts will be released. 

In your review and verification of the customers’ accounts you 
find that every required diligence has been exercised prior to the 
preparation of the statement above to charge to profit and loss all 
customers’ accounts doubtful of realization. Also you discover 
that in certain territories served by the corporation many banks 
are closed on account of agricultural and financial conditions and 
that the retail dealers in these particular territories who are cus- 
tomers of the A-B Company are unable to make settlements accord- 
ing to the firm’s usual terms. Your examination of the credit files 
and correspondence relative thereto convinces you that the 
debtors have abundant resources, but at the date of the statement 
above are unable to make remittances, also that requested exten- 
sions have been granted them beyond the regular terms of credit. 
The aggregate of customers’ accounts in this condition is $125,000. 


QUESTIONS 

(a) State your understanding of the term ‘‘current customers’ 
accounts.” 

(b) Revise the above final trial balance of the A-B Company at 
December 31, 1923, so as to give proper expression to 
financial conditions as expressed above. 

(c) How would you report with regard to the preferred stock 
covenants in the articles of incorporation? 


Accounting Theory and Practice 
PART I 


May I5, 1924, I P. M. TO 6 P. M. 
The candidate must answer the first four questions and one other 
question. 
No. 1 (22 points): 
The Copper Metal Mining Co. has on hand, December 31, 
1923, the following metals and ores: 
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200,000 ounces 
Metals in process (at cost)........... $75,000 .00 
Ores on hand 5,000 .00 


The company did not operate during 1922 and had no inventory 
at the end of that year. 
The costs, not including depletion for 1923, were as follows: 


Milling and concentration................ 700,000 .00 
Smelting and refining. 330,000 .00 
Administrative and general expenses. ...... 100,000 .00 


10,000 ounces 
Market prices of metals, December 31, 1923, listed as: 
$ .13 per pound 
000s 20.00 per ounce 
Average prices of metals realized during the year 1923 were: 
.70 per ounce 


From the foregoing data determine the profit or loss in the two 
ways named below, before depletion, for the year 1923 and the 
value of the inventory, at cost, as at December 31, 1923, each 
metal being valued separately, on the bases (1) that copper is the 
principal metal and silver and gold by-products and (2) that each 
metal bears its own share of the costs. 


No. 2 (25 points): 

An incorporated firm of jobbers deals in a product having a 
busy season of only six months in each year. During that period 
the firm borrows considerable sums from bankers on sixty days 
renewable notes of the company, with the personal guarantees of 
the directors. 

The bankers charge, for this service, 4% per cent. commission 
and 6 per cent. interest, both deducted in advance, and require 
that a substantial credit balance be maintained. 

Purchases are made on the terms of 234 per cent. discount for 
payment within five days after receipt of merchandise, 1% per 
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cent. for payment within thirty days, and net after thirty and 
within sixty days. 

The selling terms to customers provide that statements shall 
be sent to them on the first day of each month, for the goods billed 
from the first to the last day of the previous month. 

For payments within thirty days, 2% per cent. discount is 
allowed or 1% per cent. for payment after thirty but within sixty 
days; for later payments no discount is allowed. 

The president of the company recommends that the system of 
financing purchases and sales should be changed as follows: 


(1) All purchases of merchandise to be paid for by trade 
acceptances of the company, payable at thirty days after 
receipt and acceptance of the goods, less a deduction of 234 
per cent. (for cash discount) and plus 6 per cent. per annum 
interest for thirty days on the net balance. 

(2) Monthly statements, for sales of the previous month, 
are to be sent out on the first day of each month, as before, 
together with a trade acceptance at 60 days from the date when 
sent, after deducting 114 per cent. discount from the total 
amount of the statement. (Customers to return these drafts, 
duly accepted, within eight days.) 

Renewals of the acceptances are to be allowed, in exceptional 
cases, for not more than half of the original amount of the 
monthly statement, on the following conditions: The 1% per 
cent. discount allowed previously is to be added back. To this 
total there is to be added 6 per cent. per annum interest for the 
additional period of credit, plus 4 per cent. commission and 
cost of stamps, if renewed for thirty days, or plus % per cent. 
and stamps for sixty days’ extension. (It is expected that 
renewals will be for only 3 per cent. of the total annual sales, 
divided equally between the additional thirty and sixty days’ 
periods.) 


An offer has been received from another banker to discount 
these trade acceptances at 6 per cent. per annum, plus 4 per 
cent. commission. 

The average date of discounting may be taken as the tenth of 
each month. 

You are asked to prepare, for the consideration of the board of 
directors, a statement showing the following details: 
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(1) The average annual profit or loss on discount and interest 
for the previous five years. 

(2) The percentage of such profit or loss to the average total 
sales. 

(3) The effect of the proposed changes, as compared with the 
former average annual profit or loss on discount and interest. 

(4) Any other probable advantages or disadvantages of the 
proposed new method of financing. 


From the books you ascertain that the annual averages of the 
previous five years have been as follow: 


Total purchases (before deducting discount, 
but after deducting returns and allowances) $1,317,500 


Overhead expenses... 212,500 
Total sales (returns and allowances deducted) 1,700,000 
Gross profit (after charging overhead) ...... 170,000 
Discounts received on purchases........... 19,500 
Discounts given on sales. 35,000 
Bank charges for commission and interest ... 19,250 


In preparing the statement, show percentages to nearest two 
figures of decimals. For calculation, each month may be taken 
as thirty days and the year as three hundred and sixty days. 


No. 3 (17 points): 

The following comparative balance-sheets and income accounts 
of the A B Company are submitted to you for scrutiny and com- 
ment. 


THE A B COMPANY 
COMPARATIVE BALANCE-SHEETS—JANUARY I, 1924 AND 1923 


January I 
Assets 1924 1923 
Fixed: 
Buildings (cost)...........- $1,100,000 $1,000,000 
Plant and machinery (cost).. 1,750,000 1,500,000 
$2,850,000 $2, 500,000 
Deferred: 
Experimental work......... 500,000 100,000 
Current 
Inventories— 
Raw materials........... 500,000 400,000 
Finished goods........... 275,000 250,000 
60,000 50,000 
Accounts receivable, trade... 900,000 1,000,000 
Accounts receivable, officers . 80,000 20,000 
2,015,000 2,020,000 
$5,365,000 $4,620,000 
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Liabilities 
Current: 
Notes payable to banks... . . $1,000,000 
Accounts payable, trade..... 615,000 
Dividend payable.......... 100,000 


Surplus: 
Balance, Jan. 1, 1923 and 1922 1,500,000 1,500,000 
Income for year 1923....... 250,000 
1,750,000 
100,000 
1,650,000 
$5,365,000 $4,620,000 


COMPARATIVE INCOME ACCOUNTS FOR THE YEARS ENDED 


DECEMBER 31, 1923 AND 1922 
Years ended December 31 
192 1922 
Cost of Sales: 
Raw materials: 
Inventories, beginning of 
4,850,000 3,850,000 
5,250,000 4,150,000 
Inventories, end of years... | 500,000 400,000 
4,750,000 3,750,000 
Factory overhead, including 
1,550,000 1,800,000 
8,500,000 7,550,000 
Manufacturing Profit......... 500,000 450,000 
Selling Expenses............. 180,000 160,000 
General and Administrative Ex- 
70,000 90,000 
250,000 ———-_ 250,000 
$ 250,000 $ 200,000 


Reporting thereupon, what points 


importance for the attention of the management? State how 
you would emphasize these in your report. 
in policy or remedies for existing conditions that appear desirable. 
What additional information would you require before rendering 
your report? Do any essential facts appear to have been omitted? 


No. 4 (12 points): 

You are given the balance-sheet and income account of a hold- 

ing company owning the control of, 
408 
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fifteen other corporations. Upon examination, you find that the 
holding company owns the entire capital stock of five of the 
companies, 60 per cent. of the capitalization of another 5 and 
25 per cent. of the capitalization of the remaining companies. 

The balance-sheets and income accounts of the fifteen sub- 
sidiaries are then submitted to you with the request that you pre- 
pare a consolidated balance-sheet and income account. 

Explain three different methods of consolidating the assets and 
liabilities of these companies. 

When the stock of the underlying companies is carried on the 
holding company’s books at a discount or premium, how would 
you dispose of such discount or premium? 

The holding company’s books showed net income from divi- 
dends of $2,000,000. All the subsidiaries had operated during the 
year at a profit equal to the dividends declared except one of the 
60 per cent. owned companies which had paid no dividends and 
had sustained a loss of $3,000,000. Is this loss reflected in the 
consolidated income account? 

Why is a consolidated balance-sheet preferable to a holding- 
company balance-sheet? 


No. 5 (24 points): 

Prepare a federal income-tax return for the year 1923 from the 
following information: 

Your client, Arthur V. Sheridan, was the head of a family 
consisting of his wife, himself, four dependent children and his 
sister, aged 15, the expense of whose education and maintenance 
was borne by him. 

In 1923 his wife received a legacy of $50,000 in first Liberty 
loan second converted 414 per cent. bonds; the interest received 
on these bonds in 1923 was $1,000. 

His sister is one of the beneficiaries of a trust fund; her share of 
the income in 1923 was $560. The income is being accumulated 
until she reaches the age of 21. 

In 1916 your client received $100,000 common stock of the A T 
Corporation for his services as founder. This stock he transferred 
to his wife. It had then no market value and paid no dividends 
in 1923, control of the corporation being acquired by a larger 
company, which paid $100,000 to secure this common stock. 

Remuneration received by A. V. Sheridan, as director of several 
undertakings, was $12,000 for the year 1923. Interest received 
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on mortgages, notes and bonds amounted to $1,256. Dividends 
received on preferred stocks of American corporations were $894 
for Arthur V. Sheridan and $620 for his wife. A preferred divi- 
dend of $240 was declared December 25, 1923, payable January 
I, 1924, on stocks owned by your client. 

His expenses during 1923 were as follow: 

Business traveling expenses, including repairs and supplies 
for passenger car, $1,120; office rent, etc., $620; legal expense, 
$300; loss on loans to A. Jones, $800; loss through insolvency of 
stockbroker, $7,500; loss on speculation in German currency, 
$1,200; loss on farming operations at summer home, $832; loss 
on investment in Bolivian bonds, sold December 22, 1923, 
$7,500. Loss on loan made to High Power Steel Company, 
$12,500; this amount was lent on debentures: preferred stock, 
value $3,000, was received in settlement of claim on reorganiza- 
tion of the company in 1923. 

Other expenditures during 1923 were interest paid on loans, 
$857; real-estate and state taxes paid, $1,075; contributions to 
charities, churches and colleges, $560; to political associations, 
$250. 

A. Show the amounts payable for normal tax and surtax. 

(The surtax rate for 1923 was 1 per cent. for taxable income 
over $6,000 but not over $10,000, with I per cent. increase in the 
tax on each additional $2,000 up to $30,000 and over, but not 
exceeding $32,000, on which the tax was 13 per cent. The rate 
then increases I per cent. on each additional $2,000 up to $98,000/ 
$100,000 on which the rate is 47 per cent.) 


B. State an alternative method of making the return, by which 
a saving could be effected in the amount of taxes payable, and 
give the necessary figures. 


ACTUARIAL (OPTIONAL) 


No. 6 (24 points): 

The British debt to the United States, to be paid by the issuance 
of bonds, is four billion six hundred million dollars. If interest for 
the first ten years is to be paid at the rate of 3 per cent. on the 
annual balance outstanding and thereafter at 34% per cent., what 
equal annual payments will discharge the debt with interest in 
sixty-two years? What debt remains at the end of the tenth 
year? 
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vs 16714824 
vit “=. 1184945 


Commercial Law 


May 16, 1924, 9 A. M. TO 12.30 P. M. 


Give reasons for all answers. 
NEGOTIABLE INSTRUMENTS 
Answer three of the following four questions: 


1. Under the negotiable instruments law, (a) how would you 
’ determine the principal amount of the following note: 

January 1, 1924. Three months after date I promise to 
pay to the order of John Jones the sum of One Hundred 
Dollars ($100), value received, with interest. 

(Signed) RIcHARD SMITH. 


(b) Where would you present it for payment? 


2. Bowman, a resident of Middleport, N. Y., purchased a 
piano from the X Piano Company of Buffalo for $300, giving 
the Piano Company $50 in cash and the following note: 

BuFFALo, N. Y., May 29, 1906. 
$250. 

On or before one year after date I promise to pay to the 
order of X Piano Company Two Hundred and Fifty Dollars 
at 418 Main Street, Buffalo, N. Y. Value received with 
interest. 

The piano for which this note is given shall remain the 
property of X Piano Company until the note with interest 
is paid. 

On June 3, 1906, the payees endorsed the note and transferred 
it to Buffalo National Bank for value. . 

On August 6, 1906, Bowman paid to the Piano Company $50 
on account of the note and on December 1, 1906, the further sum 
of $100. Both of these payments were accepted. Neither 
payment ever came into the hands of the Buffalo Bank. 

In May, 1907, the note having been presented for payment, 
was refused and the bank sued for the full amount. Could it 
recover? 
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3. What is the duty of a bank, at which a note is made payable, 
and in which the maker has sufficient funds on deposit, when the 
note is presented for payment? 

4. What is a trade acceptance? Explain its use. 


CONTRACTS 
Answer two of the following three questions: 


5. X wrote to Y offering to sell Y 2,000 3-inch boiler tubes for 
$2.25 each. Y replied, ‘‘I will buy 1,200 tubes at your price.” 
Y claimed a contract was made and that X was bound to deliver 
the 1,200 tubes. Was he? 

6. Wickham, a New York business man, had title to a large 
timber tract in the Northwest which he honestly believed con- 
tained approximately 5,000,000 feet of lumber, such belief being 
based on reports of competent timber experts. Wickham con- 
tracted to sell the tract to Monroe, both believing the reports in 
Wickham’s possession to be correct. Actually, unknown to either 
party, the tract had been stripped of good timber between the 
time of Wickham’s survey and the time of sale. What was 
Wickham’s position? 

7. X lawfully came into possession of an oil painting which he 
sold to A for $75. Afterwards X found that the painting was a 
valuable one, worth at least $1,200. He tried to collect $1,125 
from Y. Could he? Discuss the principle involved. 


PARTNERSHIP 
Answer one of the following questions: 

8. Robert MacFarlane died and in his will he gave to his two 
sons, Robert, Jr., and William, his property at No. 24 A Street, 
with all the machinery, fixtures and implements connected with 
it and used in the dyeing business, each son to share equally. 
The two sons went into possession of the property and for two 
years conducted the business, dividing the profits equally. Then 
Robert, becoming dissatisfied, began an action against William 
for the partition of the real property (partition being an action by 
which real estate alone may be divided between codwners). 
William defended on the grounds that he and his brother were 
partners and that until the copartnership was wound up, creditors 
were paid and the partners’ interests adjusted, the property at 
No. 24 A Street was personalty and could not be the subject 
of a partition action. Was William’s defense good? 
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9g. Tompkins and Sheehan agreed to engage, as partners, in the 
business of manufacturing radio apparatus, the business to be 
conducted in Tompkins’s name. Tompkins bought certain goods 
for use in the manufacturing business, the seller knowing nothing 
regarding the partnership. Subsequently the business failed and 
the seller, hearing about the partnership, sought to hold Sheehan. 
Could he do so? 


CORPORATIONS 
Answer one of the following questions: 
10. Name three ways by which a corporation may be dissolved. 


11. The X Company, of Pennsylvania, manufactures articles 
and merchandise used all over the United States. Its business 
in Massachusetts was handled through the A Company, a large 
jobbing house, which purchased from the X Company in Penn- 
sylvania and resold to retailers in Massachusetts. The X Com- 
pany maintained no office in Massachusetts, was never licensed 
to do business in Massachusetts and paid no taxes to that state. 
Four times a year salesmen from the home office of the X Com- 
pany canvassed the retail trade in Massachusetts, educating the 
trade in the use of the X Company’s products and taking orders. 
Such orders were immediately turned over to the A Company by 
the salesmen, the A Company filling the orders from its own stock, 
purchased from the X Company. The state of Massachusetts 
levied taxes against the X Company on the business thus done 
and added heavy penalties on the ground that the X Company 
was doing business in Massachusetts without having obtained 
the necessary license. Was the state successful in collecting? 


BANKRUPTCY 
Answer the following question: 

12. The Jones Company went into bankruptcy. The trustee 
went into possession and proceeded to liquidate. A year later 
the federal internal-revenue department claimed a large portion 
of the assets in the trustee’s hands, for the payment of additional 
income tax assessed, found due on the audit of previous tax re- 
turns. The trustee resisted payment on the ground that claim 
had not been filed within one year as required by the bankruptcy 
act and was therefore barred. Was the trustee correct? 
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INCOME TAX 


Answer both the following questions: 


13. The X Company during the year 1922 sustained a net 
loss of $33,000. In 1923 the company made a net profit of 
$58,000. In making up its return for 1923, it deducted from its 
net profit for the year its net loss sustained in the year 1922, pay- 
ing a tax on the difference. Was the return correct? 

14. Bender bought 77 shares of stock of Southern States Oil 
Company on December 2, 1922, for $1,266.50. On February 9, 
1923, he received a stock dividend of 23 shares. He sold the 
hundred shares on July 12, 1923, for $2,284.40. On what amount 
was he taxable and why? 


Examination in Accounting Theory and Practice 
PART II 


May 16, 1924, I P. M. TO 6 P. M. 


The candidate must answer all the following questions: 
No. 1 (27 points): 

Drafts of the profit-and-loss accounts and the balance-sheet of 
the Atlantic Trading Company, showing the results of operations 
for the year ended December 31, 1923, were prepared for sub- 
mission to the directors in January, 1924. 

Before they were approved, a report of an investigation of the 
accounts of the company for the years 1919, 1920 and 1921 was 
received from the internal-revenue department. This report 
reduced considerably the large amounts of depreciation written 
off various assets and made a claim for the difference as addi- 
tional excess profits and income taxes. 

The claim was subsequently paid, and the directors decided to 
have the accounts for the years 1922 and 1923 and the balance- 
sheets at the end of those years redrafted in order to bring them 
into agreement with the figures shown in the internal-revenue 
report. 
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The accounts on the books of the company appear as follows: 
Property Accounts Valuation Additions Depreciation Balance 


1922 Jan. 1 during year ec. 31 forward 
Real $200,503.79 $ 2,249.08* $10,162.61 $192,590.26 
Machinery and tools... 2,206.95 1,799.01 1,918.07 2,087 .89 
21,521.06 31,000.48 12,360.08 40,161.46 
Horse trucks.......... 132.50 132.50 
800 .00 575.00 583 .34 791 .66 
Office furniture ....... 1,774.42 2,909.86 1,610.59 3,073 .69 

$227,184.42 $38,594.48 $26,988.94 $238,789.96 
Property Accounts 

1923 
Real estate........... $192,590.26 $ 210.00* $ 3,300.26 $189,500.00 
Machinery and tools. . . 2,087 .89 1,235 .38 1,755-73 1,567.54 
Auto trucks.......... 40,161.46 8,782.41 17,134.84 31,809.03 
Horse trucks.......... 112.5 .92 
nes 791 .66 700 .00 741 .67 749.99 
Harness... 5.00 80.00 143 .00 22.00 
Office furniture ....... 3,073.69 3,264.54 3,400 .86 2,937 -37 


$238,789.96 $14,384.91 $26,543.28 $226,631.59 


The internal-revenue agents traced back the original costs of 
the assets and all additions. Against these total costs they 
created depreciation reserves at the rates shown below. 

You are required to take their figures as at the date to which 
their examination was restricted (December 31, 1921) and to 
extend them further, on the same basis, to December 31, 1923. 
Then bring the amounts of total cost into the accounts of the 
company, create the necessary reserves for depreciation and state 
the adjustments required in the profit-and-loss accounts, surplus 
account and balance-sheets at December 31, 1922, and 1923, in 
order to show the effect of these changes. 

The amounts of additions to the assets, stated in the books of 
the company for the years 1922 and 1923, are to be taken as 
correct. 

Note that the item of real estate has been divided, by the 
internal-revenue agents, into three separate classes to show 
different rates of depreciation. 


* The additions to real estate in 1922 and 1923 apply to sheds. 
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SUMMARY OF REPORT OF INTERNAL-REVENUE DEPARTMENT AGENTS 


Total cost Depreciation Annual rate 
to reserve of deprecia- 
Jan. 1, 1922 Jan. 1, 1922 tion allowed 
Real estate (see below): 


Machinery and tools.............. $ 8,701.97 $ 4,306.77 20 % 
es 1,691 .63 680 .39 163% 
5,788.17 2,873 .07 20 % 
1,444.59 1,116.92 334% 
00.460 5,576.92 1,311.03 10 % 
164,364 .60 (none) (none) 
Sheds Real estate .... 9,581.14 1,578.11 10 % 
Brick buildings 39,596 .93 2,143 .88 2% 
$51,439.28 


Depreciation reserve (not allocated 
to specific assets) for period prior 


$309,043.37 $64,157.64 


No. 2 (10 points): 

A certain manufacturing concern makes tools and other equip- 
ment for use in its own plant and charges them to the capital 
asset accounts at the market value (which is in excess of cost) 
and credits the difference between the market and the cost value 
to profit-and-loss for the period in which the tools and other 
equipment are manufactured. 

In the examination of the customers’ accounts of this concern, 
you find certain credit balances aggregating $13,011.31 arising 
out of allowances for returned goods, defective goods, etc. It 
has been the practice of the company to deduct items of this 
nature from amounts due from customers and to state the net 
difference in the balance-sheet as ‘‘uncollected customers’ 
accounts.” 

What is your criticism of these methods? 


No. 3 (23 points): 

The foliowing is a summary of the cash receipts and disburse- 
ments of the trustees of the late R. A. Armstrong and a distribu- 
tion of the estate. 

Under the terms of his will, Mr. Armstrong left all his estate in 
trust for his two children with the exception of his life insurance 
of $500,000 and his home, valued at $100,000, which he be- 
queathed to his widow, an annuity to his sister and sundry lega- 
cies. The income from the estate he instructed the trustees to 
pay to his widow during her life. 
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eipts: 

Coch and bank balances at date of death................ $ 50,000 
Income from dividends on stock...............02eeeeeee 10,000 
Income from dry-goods business, net..................4+ 500,000 
Sundry debtors at date of death...................0200- 15,000 

Proceeds of sale of dry-goods business, including new build- 
Securities sold, stocks and shares..................2045- 1,000,000 
Securities sold, bonds and debentures................... 500,000 
$8,080,000 

Disbursements: 

Sundry creditors at date of death.................0005. $ 5,000 
Moe. paid in full... 300,000 
Advances to heirs ($100,000 each)... 200,000 
Cost of constructing extension, dry-goods store........... 700,000 
Cost of annuity for Miss Armstrong, deceased's sister. .... 500,000 
$3,220,000 


Balance, being net amount of estate to be divided equally between 
From the figures and information given above, you are asked 
to prepare correct capital and revenue accounts and state the 
balance due to the widow and each of the children. (Consider 
that the widow should receive all the income collected.) 


No. 4 (23 points): 

You are instructed to investigate the financial condition of a 
concern by a client who is a large creditor. He informs you that 
the company about to be investigated has been falling behind in 
payments and believes that this is caused by a too extensive 
application of funds, or use of working capital, for the construc- 
tion of new plants, etc. He furnishes you with a statement 
supplied by an officer of the company as at the beginning of the 
year, on the basis of which credit was granted, and requests that 
you make a report on the financial standing of the concern at the 
end of the year and on the situation in general. 

You find that the company has no general ledger, but that a 
cashbook, sales book, voucher register and accounts-receivable 
ledger are kept. You list the assets and liabilities, with the 
exception of the plant (of the cost of which there is no record in 
evidence), and obtain the following result of conditions as at the 
end of the year: 3 
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$ 5,000 Bank loans............ $ 14,000 

Accounts receivable .... 24,000 Notes payable......... 20,000 

Inventories............ 18,000 Vouchers payable...... 75,000 

Sundry assets.......... 4,000 Mortgages payable. .... 10,000 
Total assets, except- Total liabilities, ex- 

ing plant........ $51,000 cepting capital... $119,000 


The balance-sheet, presented by the officer representing the 
company, at the beginning of the year was as follows: 


$ 40,000 $ 10,000 
Accounts receivable .... 38,000 Notes payable......... 15,000 
Inventories. ........... 20,000 Vouchers payable...... 60,000 
Sundry assets.......... 4,000 Mortgages payable. .... 10,000 
207,000 

$352,000 $352,000 


An analysis of the books of original entry for the year fur- 
nished the following summarized results: 


Cashbook receipts: 
$850,000 
Cashbook disbursements: 
Sales book: 
Voucher register: 


From trustworthy information, it was gathered that the in- 


ventories had decreased $5,000 during the year. 
Having completed your investigation and reached conclusions 
for the purpose intended, what will be the report to your client? 


No. 5 (17 points): 
The following propositions are presented: 
1. Depreciation of physical property is continuous and un- 
avoidable. 
2. Interest on invested capital is an element of cost. 
3. Cash is a current asset. 
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4. True value of inventories is cost or market, whichever is 
lower. 


5. True value of fixed assets on the books of a going concern is 
replacement value. 


6. Interest paid previous to operation of a new plant is part of 
cost of plant. 


7. Dividends on stocks accrue day by day. 


8. Inter-company profits belonging to minority stockholders 
have no place in a consolidated balance-sheet. 


Without copying or discussing the foregoing propositions at any 
length, indicate to which of the categories following they belong: 

A. Statements of incontrovertible fact, or 

B. Statements which are not strictly true. 

C. Statements of accepted accounting principle or procedure 
which are correct, or 

D. Statements of accepted accounting principle or procedure 
which are incorrect, or 

E. Controversial statements of accounting principle or proce- 


dure for which reputable authority may be found on both 
sides. 
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THE PRINCIPLES WHICH SHOULD GOVERN THE DE- 
TERMINATION OF CAPITAL AND THE AMOUNTS 
AVAILABLE FOR DISTRIBUTION OF DIVIDENDS 
IN THE CASE OF CORPORATIONS, WITH SPECIAL 
REFERENCE TO THE SYSTEM OF CAPITAL STOCKS 
WITHOUT A PAR VALUE 


(Continued from THE JouRNAL oF ACCOUNTANCY for May, 1924) 
By S. GUNDELFINGER 


CHAPTER V 
SOURCES OF THE BALANCE-SHEET 


WE have seen in Chapter III, that the balance sheet is a 
condensed statement of the financial position of a business at a 
given moment of time, as reflected by the ledger. The ledger, 
therefore, is the immediate source from which the balance-sheet 
is prepared and with which it must agree both quantitatively and - 
qualitatively. 

The ledger, however, although useful and necessary for other 
purposes, is merely a convenient means for building up the 
ultimate structure—the balance-sheet. Mediately, therefore, 
the sources of the balance-sheet are identical with the sources of 
the entries the result of which constitutes the ledger. These 
sources are: 


1. Original financial position; 
2. Transactions; 
3. Changes in financial position not due to transactions. 


Where original financial position is established as a result of a 
transaction as, for example, in the organization of a corporation 
by subscriptions to capital stock, it is not an independent source 
of the balance-sheet. In such cases, the sources consist only of 
those comprised under 2 and 3. 

Upon correct interpretation of all transactions depends, to a 
great extent, the accuracy of the balance-sheet. A transaction 
involving income is usually recognized without difficulty; but 
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whether a transaction involving an expenditure does or does not 
affect capital is sometimes difficult to determine. A typical 
instance is afforded in the case of expenditures incurred by a 
corporation in the process of organization, such as expenditures 
for attorneys’ fees, fees paid to the state, engraving of stock 
certificates and the like. Unless the shares of capital stock have 
been sold at a premium sufficient to cover these expenditures, 
they will, if not treated as assets, involve an impairment of the 
capital stock before the corporation has even embarked upon its 
course. Yet the fact that an expenditure involves impairment of 
the capital stock is not sufficient reason for treating it as one 
leaving the capital stock intact. American practice, which 
consists in listing such expenditures as separate balance-sheet 
items, is founded upon the justifiable argument that they repre- 
sent in effect all or part of the cost of the corporate franchise. 
The particular use value of the object of these expenditures is, 
however, generally considered of limited duration; hence the 
amount is usually amortized during the early years of corporate 
existence. 

Interest paid or accrued on outstanding bonds issued for the 
purpose of constructing a use element is normally an expense 
reducing the capital of the business. But the amount of interest 
paid or accrued during the period of construction, while no 
revenue is being derived from the object under construction, is 
properly regarded as part of the cost of construction. 

In some cases it may be doubtful if an expenditure incurred for 
the express purpose of acquiring a use element will ever be 
rewarded by the materialization of its object. Of such a nature 
are many of the expenditures for experiments conducted in search 
of newinventions. Careful consideration of the degree of success 
or failure which is likely to attend such experiments must in each 
case decide the extent, if any, to which such expenditures may be 
given recognition in the balance-sheet. 

Expenditures of the latter type are in the nature of deferred 
charges, a generic term which applies both to expenditures which 
eventually materialize into use elements or exchange elements of 
a more substantial form and to expenditures representing, at the 
moment of time for which the balance-sheet is drawn, the uncon- 
sumed portion of services receivable. The former resemble work 
in progress; the latter either reflect or resemble unexpired termi- 
nable rights. 
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Of this type are such items as unexpired insurance premiums, 
prepaid rent and prepaid taxes. They represent the uncon- 
sumed portion of services paid for prior to the date of the balance- 
sheet. Examples of deferred charges which merely resemble 
unexpired terminable rights are unamortized discount on bonds 
issued and outstanding and unamortized premium on bonds 
purchased. They are sometimes looked upon as offsets and 
adjuncts, respectively, of the principal accounts showing bonds 
issued and outstanding on the one hand and bonds purchased on 
the other. But inasmuch as the liability reflecting the former 
and the right represented by the latter are fixed by the redemption 
value of the bonds rather than by their proceeds or purchase 
price, this aspect is somewhat artificial. Discount and premium 
are merely the present values of the difference in interest cost to 
the vendor and of interest income to the purchaser of bonds 
transferred at a price other than their redemption value. By 
amortizing this present value during the remaining life of the 
bonds, each accounting period is assigned that measure of burden 
or benefit which equitably pertains to it. 

Deferred charges have their negative counterpart on the 
opposite side of the ledger and balance-sheet in unearned income. 
Unearned income represents the commitments of a business 
arising from the receipt of income for which services are to be 
rendered in the future. Examples are such items as unaccrued 
rent, unamortized discount on bonds purchased and unamortized 
premium on bonds issued and sold. Whatever is properly a 
deferred charge to one party to a transaction is properly un- 
earned income to the other. 

One of the most significant members of this class is the so-called 
premium reserve, encountered in the balance-sheets of insurance 
companies, notably of the old-line, level premium type. It 
represents the excess of the present value of benefits payable in 
the future over the present value of the net premiums receivable 
in the future under policies in force. By reason of the theoretical 
equivalence between premiums and benefits, this excess has been 
collected as part of the net premiums received prior to the date of 
the balance-sheet and is, therefore, not a reserve, but a liability 
of the commitment type. In theory this unearned premium is 
equal to the cash surrender value, at the given moment of time, 
of the policies in force. It is a requirement of law as well as of 
sound finance that the insurer maintain this excess in the form of 
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(approved) investments yielding income at a rate equal at least 
to the rate of interest used in determining the present values 
above mentioned. The practical sufficiency of the value assigned 
to this commitment depends upon the care exercised in the selec- 
tion of risks, the income yield and safety of the investments held 
and the standard of the mortality table or tables adopted. 

The claims and liabilities arising from unmatured but accrued 
income and expenses constitute a further source of the balance- 
sheet. Thus, interest accrued on outstanding obligations up to 
the date of the balance-sheet, but payable at a date subsequent 
thereto, is a liability which requires to be included in that state- 
ment of financial status. The same applies, mutatis mutandis, 
to accrued interest receivable and like sources of income. 

We now have to consider certain sources of the balance-sheet 
which, although the result of transactions, are contingent upon 
the happening or failure of certain events. They are properly 
termed contingent assets and contingent liabilities, respectively, 
and, in so far as they arise out of transactions, reflect the possible 
results of contracts of assignment, endorsement, suretyship, 
guaranty, indemnity and warranty. 

Contracts of assignment give rise to contingent rights of 
recourse upon the assignor by the assignee and to corresponding 
and equivalent liabilities of the former to the latter. The 
measure of recourse and liability is the consideration received 
by the assignor. It is rarely necessary to take these rights and 
liabilities into consideration in the preparation of the balance- 
sheet. 

Endorsement is a form of restricted guaranty applicable to 
negotiable instruments. The holder is entitled to recourse upon 
prior endorsers only when the instrument has been promptly 
presented for payment and when the endorser has been notified 
of its dishonor in a reasonable time. Under like conditions, the 
endorser may have recourse upon his predecessors and upon the 
promisor or drawee. Apparently, therefore, the inclusion of 
these contingencies in the balance-sheet has no effect upon cap- 
ital, since they offset each other, and for this reason they are 
frequently omitted from that statement. The possibility, how- 
ever, of the doubtful nature of some of the contingent claims in 
the event of dishonor of the instrument should not be over- 
looked. Hence it would seem to us that for the determination 
of capital it is necessary to set up a contingent liability covering 
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at least the amount of the probable final loss to the business from 
such transactions. For an estimate of the financial policy of 
the business by outsiders, even this is not sufficient, for the in- 
clusion of such a figure does not disclose the extent to which the 
business is involved in similar transactions. This is especially 
important in the case of commercial banks, and for this reason 
the member banks of the federal-reserve system are required to 
state the entire amount of notes and bills rediscounted and out- 
standing. The decisive factor, in any event, is the correct ap- 
praisal of the financial responsibility of prior endorsers and 
maker. 

It is sometimes argued that the disclosure of the extent of such 
transactions may create an erroneous impression in the minds 
of the uninitiated of the financial stability of a business. For 
example, a small country bank will normally have outstanding 
a relatively greater amount of rediscounted paper than its more 
resourceful sister institution in a big city. To conclude that 
the former is less stable than the latter would be erroneous; yet 
such would be the natural verdict of those unfamiliar with the 
circumstances. That the uninitiated draw no such conclusions 
was amply demonstrated in the case of the Comptoir d’Escompte 
of Paris, which published the figures representing notes in its 
vaults and notes rediscounted regularly for a great number of 
years. 

From 1848 to 1852, economic conditions in France had become 
so much improved that the amount of notes in the vaults and 
notes rediscounted stood as follows: 


Date Notes in vault Notes rediscounted 
August 31, 1848 Frs. 78,350,789 Frs. 59,389,215 
June 30, 1852 177,693,660 None 


Subsequently, the institution retrogressed, the corresponding 
figures of a later period being 


October 31, 1878 138,965,514. 11 59,144,598. 45 
October 31, 1882 103,482,661. 10 81,837,216. 54 
December 31, 1882 97,932,256.06 107,408,510. 70 
October 31, 1887 96,308,266. 31 135,654,755. 96 
December 31, 1887 93,702,628. 27 154,372,741.19 


It should have been obvious, to any one comparing the ratio 
of notes in hand and notes rediscounted, that the financial con- 
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dition of the Comptoir d’Escompte had undergone an alarming 
change and that the institution had imposed an excessive strain 
upon its credit. So far as is known, however, no one appeared 
to recognize the significance of the published statements, with 
the result that, when that once proud structure collapsed, the 
catastrophe which could have been foreseen caused practically 
universal surprise. 

However, such isolated cases should not deter us from insisting 
upon the truth about the extent of the contingent liabilities in 
question. The truth, on the other hand, is not easily ascer- 
tained. It is not always possible to fix the time at which a con- 
tingent liability arising from endorsement ceases to exist. Pay- 
ment of a note on the date of maturity is but rarely brought to 
the notice of prior endorsers, and in the event of dishonor, an 
uncertain though reasonable time may elapse before a prior 
endorser is informed. The lapse of the date of maturity is there- 
fore no indication that the contingent liability has ceased to 
exist. Consequently, the most reliable appraisal of probable loss 
may not apply on the date of the balance-sheet. 

Contracts creating contingent liabilities without offsetting con- 
tingent rights are those of surety, guaranty, indemnity and war- 
ranty. For a discussion of the legal distinction between these 
forms of contract the reader is referred to the subject “guaranty” 
in Corpus Juris. He should be warned to remember, however, 
that what in accounting parlance is called a contingent liability 
is, in contemplation of law, often a full-fledged liability, existing 
at the very inception of the contract. 

Frequently transactions involve bilateral contracts, the execu- 
tion of which falls into a subsequent accounting period. Such 
transactions include, for example, contracts for the future de- 
livery of merchandise. At the date of the balance-sheet, no 
merchandise having been received and no debt having been cre- 
ated, no mention is usually made of the transaction. It is mani- 
fest, however, that on that date there exists, not only the right 
to the receipt of the merchandise, but also the obligation to pay 
for it when delivered. Normally, that right and the correspond- 
ing obligation are equivalent, but it occasionally occurs that a 
decline in the market value of the merchandise has made a loss 
certain before the date upon which delivery at the agreed price 
must be accepted. If such is the case on the date of the balance- 
sheet, the fact requires recognition and expression in that state- 
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ment. The converse is not true, for an increase in the market 
value of the merchandise implies a value above cost, and we 
have seen that the particular exchange value cannot exceed 
cost. 

Changes in financial position which are not due to transac- 
tions are of varying nature and may be subject to or partly or 
wholly beyond the control of the business enterprise affected. 
They manifest themselves as changes in assets or liabilities or both, 
and they may be due to accident, design or the processes of nature. 

Accidental injury to the person or property of another gives 
rise to a liability of the first type; infringement of another’s 
patent to one of the second; and depreciation to a diminution of 
assets. Peculation and loss by fire, when not covered by insur- 
ance, likewise reduce the business property. 

A special case of change in financial position not due to a trans- 
action accompanies liquidation, as a result of which all use ele- 
ments become exchange elements and undergo corresponding 
changes in particular value. 

The foregoing discussion of the sources of the balance-sheet 
concludes our consideration of the principles which should govern 
the determination of capital. The development of the principles 
which should govern the determination of the amounts available 
for distribution of dividends resolves itself into an examination 
of how capital should be applied or subdivided. The subdivision 
of capital according to applicability, and particularly its applica- 
bility to the payment of dividends, constitutes the subject 
matter of the concluding part of this treatise. 


THE PRINCIPLES WHICH SHOULD GOVERN THE 
DETERMINATION OF THE AMOUNT AVAIL- 
ABLE FOR DISTRIBUTION OF DIVIDENDS, 
IN THE CASE OF CORPORATIONS 


CHAPTER VI 
THE PRINCIPAL Divisions OF CAPITAL 


CAPITAL, as determined in accordance with the principles 
formulated in the first part of our investigation, is the measure 
of the money value of the excess of all assets over all liabilities 
of a given business entity at a given moment of time. 
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Although the legal title to all the assets of which it is possessed 
is vested in the business entity, the title to a portion thereof, 
equivalent to the amount of the liabilities, must eventually be 
surrendered in the discharge of those liabilities. Capital, there- 
fore, measures the value of those assets which will remain after 
the discharge of all liabilities. It does not, however, identify 
those assets. It merely states that whatever assets may be 
specifically applicable to the liabilities, the remaining assets, 
however composed, will be worth so much to the particular 
business entity. Which of the assets are used to extinguish 
liabilities and which are retained in the business is not, however, 
a matter of indifference. To identify the assets to be employed 
for these opposite purposes and to insure their availability 
therefor when needed constitute problems of financial manage- 
ment with which our investigation is, in part at least, vitally 
concerned. 

Among the liabilities which a business entity of the corporate 
form may be called upon to discharge are the dividends properly 
declared by the corporation. In the absence of fraud, no liability 
for dividends exists until they have been properly declared. 
But when declared, dividends, like all other liabilities, represent 
values not included in capital. Until declared, the amount of 
the dividend constitutes a part of and is merged in capital. Thus 
the declaration of dividends involves a reduction of capital, 
accompanied by a simultaneous and equivalent increase in 
liabilities. From this it follows that, whatever may be the 
specific asset or assets available for the distribution of dividends 
physically, the repository of availability is capital. 

While there can be no dividend in the absence of capital, the 
existence of capital does not, of itself, render assets available for 
distribution of dividends. This is due to a number of reasons, 
which are to be sought not only in the specific nature of the 
assets and the particular purposes for which they may be in- 
tended, but also in the artificial nature of the corporate form of 
business in general and in the contractual, legal, economic and 
financial requirements, restrictions and policies of specific busi- 
ness entities in particular. 

Obviously, if there is a principle or set of principles which can 
be made the basis of determining the amount available for dis- 
tribution of dividends in the case of corporations, that principle 
or set of principles must be in harmony, not only with the prin- 
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ciples underlying the determination of capital, but also with the 
nature and purposes of the elements of the corporate wealth and 
with those general and specific requirements, restrictions and 
policies to which we have referred. 

That the existence of capital is a condition precedent to the 
declaration of dividends necessarily implies that dividends cannot 
be greater than capital. Dividends may, indeed, equal capital, 
and this is always the case in liquidation, when the corporate 
existence and activities cease. In all other cases, dividends must 
be less than capital. 

In the great majority of situations, therefore, the application 
of the principle or principles which should govern the determina- 
tion of the amount available for distribution of dividends will 
result in the partition of capital into two principal divisions, viz.: 

1. Capital not available for distribution of dividends; 
2. Capital available for distribution of dividends. 

Capital which is not available for distribution of dividends is 
reserved from such distribution and constitutes, therefore, re- 
served capital. Its component parts are true reserves in con- 
tradistinction to certain offsets to assets (pseudo-reserves) and 
to certain commitments improperly called reserves, such as the 
premium reserves already described. 

In the determination of capital, it was found necessary to 
ascertain the particular values of the several elements of wealth, 
both positive and negative, applicable to a given business entity 
at a given moment of time, and to find their algebraic sum. In 
the determination of the amount available for distribution of 
dividends, the values thus ascertained, while fully retaining their 
validity and force, are not the only factors to be taken into 
consideration. 

Dividends can be paid only from assets. We have already seen 
that the nature and purposes of some of the assets render them 
unavailable for distribution of dividends and that the artificial 
nature of the corporate form of business in general and the con- 
tractual, legal, economic and financial requirements, restrictions 
and policies of specific business entities in particular preclude 
certain other assets from such use. But since the determination 
of capital does not identify the specific assets which may be said 
to embody capital, the determination of the amount available 
for distribution of dividends cannot proceed from an analysis of 
a sharply defined group of assets, but must commence with a 
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qualitative as well as quantitative analysis of all the assets and of 
the relation they bear to corporate requirements. Such analysis 
does not necessarily, nor even frequently, divide the assets into 
separate groups according to their specific applicability, but it 
does establish with a sufficient degree of precision the general, 
and in some instances the specific, nature and amount of assets 
required and reasonably desirable for corporate purposes other 
than the distribution of dividends. It establishes, in short, 
practically useful substrata for the amount of the liabilities and 
for the amount of reserved capital, subdivided into more or less 
sharply defined true reserves, and leaves as a remainder the 
amount available for distribution of dividends. 

The legal, economic, financial and administrative considera- 
tions which thus lead to the division of capital into reserved 
capital and distributable capital are discussed in succeeding 
chapters in connection with the subject of true reserves. They 
will illustrate the application of the following principle which 
we are now, as a result of the foregoing considerations, able to 
enunciate as the principle applicable to the determination of the 
amount available for distribution of dividends in the case of 
corporations: 

The amount available for distribution of dividends in the 
case of corporations is equal to that part of the corporate 
capital the reservation of which for other corporate purposes 
is neither necessary nor reasonably desirable. 

To establish a firm basis and explanation of this principle will 
be the object of the remaining chapters. 


CHAPTER VII 
CORPORATE PURPOSES 


THE distinct entity with which bodies corporate are invested by 
law has the effect of separating the corporation from the individ- 
uals composing it and of clothing it with a personality of its own. 

In speaking of the applicability of corporate assets for pur- 
poses other than the distribution of dividends, it must be borne 
in mind that those purposes must be purposes of the body cor- 
porate and not purposes foreign to it, such as those of its officers, 
directors or stockholders. They must conform to the legitimate 
exercise of the corporate powers and must be dictated solely by 
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the interests of the corporation as distinct from those of its 
members and others. But purposes they must be. A purpose- 
less retention of capital may not, in the absence of fraud, be un- 
lawful, but it does not render the amount so retained unavailable 
for distribution of dividends. 

The ultimate object for which business corporations are 
organized and conducted is profit. All other purposes are sub- 
ordinate to this ultimate object but in so far as they are conducive 
to it are necessary and precedent thereto. Undistributed profit 
is measured by the excess value of all assets over the sum of all 
liabilities and of the capital contributions made or secured to be 
made by the owners. Consequently, assets equivalent at least 
to that sum are not available for distribution of dividends and 
must be retained in the business. 

The necessity for the retention of assets equivalent to liabili- 
ties and owner’s contribution of capital does not imply that 
the assets so retained shall be physically applicable to the dis- 
charge of those liabilities and to a return of the owner’s con- 
tribution, except in liquidation. In a going concern, it is suffi- 
cient that current liabilities be provided for by the retention of 
correspondingly liquid assets. Funded debts of remote maturi- 
ties and debts which, though nearly matured, are about to be 
refunded are amply provided for by existing assets of equal 
value, regardless of liquidity. 

Frequently, however, there exist in connection with funded 
debt contractual provisions by which assets in excess of the 
amount of the debt are mortgaged or pledged to secure the latter. 
Such is the case in mortgage bonds which constitute a lien, not 
only on the property acquired from their proceeds, but also on 
after-acquired property. Similarly, property mortgaged or 
pledged as collateral and exceeding in value the debt secured by 
it must be retained in the business while the secured debt remains 
unredeemed. In each case, the excess value of the property over 
the debt embodies capital, but capital which is not available for 
distribution of dividends. Compliance with the terms of its 
contract is a corporate purpose which, in the examples cited, 
removes otherwise available capital into the sphere of reserved 
capital. The excess, therefore, of the value of the property 
mortgaged or pledged over the amount of the debt secured by it 
is the proper foundation for an equivalent reserve, which it seems 
fitting to designate by an appropriate title. 
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In practice, the segregation of surplus capital into separately 
designated reserves is not met with as regularly as might be 
desired. Corporate balance-sheets not infrequently display 
under the caption surplus disproportionately large amounts 
misleading the uninitiated into the belief that there will be 
correspondingly large dividends. In the majority of balance- 
sheets, the item surplus is a smoke screen masking a fleet of 
reserves, the nature and purposes of which are only hazily 
recognized even by those responsible for the preparation of those 
statements. 

Thus far we have considered only the effect upon corporate 
purposes of contractual provisions connected with liabilities. 
Contract may influence corporate purpose similarly with refer- 
ence to shares in the capital stock, particularly with reference to 
preferred shares of stock. These we shall have occasion to con- 
sider in a succeeding chapter. 

Finally, corporate purpose is imposed by certain provisions 
of law, of both general and special application, and is dictated by 
economic, financial and administrative needs and policies. 

To the extent of the liabilities, assets of some description are 
tied. Beyond that extent, assets embodying capital are ren- 
dered unavailable for distribution of dividends either by their 
inherent nature or by the operation of law and of contractual 
obligations and economic, financial and administrative needs 
and policies. The nature and extent of the restrictions placed 
upon availability of assets for distribution of dividends by 
factors other than and in excess of the amount of the liabilities 
measures and identifies the true reserves, the discussion of which 
will occupy our attention in the following chapters. 


(To be continued) 
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Linoleum Manufacturing Accounting 
By A. B. BARAKAT 


What is linoleum? The answer to this question has been very 
extensively advertised during the past few months by a number of 
the leading linoleum manufacturers of the country, i.e., linseed 
oil, burlap and cork. Linseed oil is pressed from flax-seed and is 
imported principally from the Argentine, although a supply also 
comes from our northwest. It is from linseed oil that the word 
linoleum is derived. Burlap is manufactured from jute which 
comes for the most part from India. For many years the burlap 
industry has centered in Scotland, and, although it has been 
produced in this country to some extent, most of the burlap used 
here is still imported from Scotland. Cork comes from the outer 
bark of the cork tree, which grows in Spain and Portugal. After 
cutting out the cork used for bottles, the remainder, commonly 
known as cork waste, becomes serviceable in the linoleum manu- 
facturing industry, owing to the fact that it has to be used in 
powdered form. 

It is quite apparent that the three principal component ma- 
terials in the manufacture of linoleum are for the most part 
imported, and that two of the three are the result of a manufactur- 
ing process. Shipping and foreign exchange play an important 
part in this industry and it is not uncommon to find large stocks 
of materials on hand, as, should the supply of any one of them be 
temporarily cut off, operation of the plant would have to cease. 

At this point it might be well to explain that there are at the 
present time three principal kinds of floor coverings commonly 
known as linoleum, viz: 


1. Felt base floor covering, 
2. Plain, battleship and printed linoleum, 
3. Inlaid linoleum. 


These coverings increase in value in the order listed above. 
The article which follows will deal more specifically with the 
accounting methods to be followed in the manufacture of the 
plain, battleship and printed linoleum. The process of manufac- 
ture, in brief, is as follows: 

A base mix is prepared from ground oxidized linseed oil, 
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powdered cork, tar, rosin, gum and a few other pigments and oils, 
and this mix is applied to coated burlap under great heat and 
pressure. It is then allowed to dry, after which it is inspected, 
and, in the case of printed linoleum, is printed and again allowed 
todry. The trimming, inspection and packing follow. 

The cost-accounting system in a linoleum manufacturing plant 
is designed to show the cost per square yard, the quantity of 
finished product on hand, the goods in process at the various 
stages of completion, and to maintain a continuous inventory 
(quantity and value) of the raw materials. All of this is kept asa 
part of and controlled by the general books of account. Inas- 
much as the operation is a continuous one, it is necessary that the 
factory report daily the quantities passing through each depart- 
ment or stage. 

Payroll. The payroll is prepared from the time cards punched 
by the time clock for all day-work labor, but inasmuch as a 
considerable portion of the labor is paid for on a piece-work basis, 
i.e., so much per roll printed, per roll trimmed, per roll crated, 
etc., it becomes necessary for the foremen to report quantities, 
etc., for each piece-work employee. These quantities are later 
reconciled with the actual production obtained. The payroll 
distribution is prepared weekly and at every month’s end, and 
it forms the basis for the monthly journal entry crediting payroll 
account and charging the various direct and indirect cost accounts 
which will be described later. 


DIRECT MANUFACTURING DEPARTMENTS 


1. Oxidizing oil 6. Festoons (drying) 
2. Burlap coating 7. First inspection 
3. Cork powdering 8. Color room 

4. Mixing g. Printing 

5. Calendering 10. Drying racks 


11. Trimming, inspecting and packing 


Oxidizing oil involves the dripping of linseed oil on muslin 
sheets which are hung in the oxidizing house. Heat is applied 
to the room and the oil slowly absorbs the oxygen from the air. 
The sheets when thoroughly oxidized are cut down and weighed, 
and the aggregate weight is reported to the office. 

Linseed oil as purchased is charged to an account (quantity and 
value) in the raw material ledger. The quantity consumed in 
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each room of the oxidizing house is reported daily, and when the 
sheets are cut down a summary of the quantities consumed in a 
particular room is made, which, priced at the cumulative average 
of the raw oil, forms the basis of a journal entry crediting the 
raw material account and charging oxidized oil in process account 
number (quantity and amount) in the process ledger. The labor 
and a portion of the plant overhead (the proration of which will 
be described later) are also charged to this account for the period 
of the particular oxidizing. The balance, therefore, represents 
the total cost of that particular lot of oxidized oil. The latter is 
now known as ‘“‘skins,’’ and as the weight of these ‘‘skins”’ has 
been reported to the office, an average cost therefore is obtained. 
This particular process account is now closed into an oxidized- 
oil account, which is kept as though this product were a raw 
material purchased. 

Burlap coating (or backing). Burlap will rot when exposed to 
moisture unless coated. This is done by placing the roll of 
burlap on a machine and as it is slowly drawn through the festoon 
heaters, the coating, consisting of a composition of oil, dryers and 
earth preparation, is evenly applied. After remaining in the 
festoons for about a day the coated burlap is again rewound on 
rolls and is ready for the application of the mixture which makes 
it “linoleum.” 

The purchased burlap is carried in the respective raw material 
account (as to size, etc.) in the raw material ledger, showing both 
quantity (expressed in square yards) and the value. The quan- 
tity coated is reported daily and at the close of the month a jour- 
nal entry is prepared summarizing the quantity which has been 
coated during the month and pricing it at the cumulative average 
monthly cost of the raw burlap, together with the cost of other 
materials consumed (per store room requisitions). This entry 
charges coated burlap account in the process ledger and credits 
the respective raw material accounts. The coated burlap ac- 
count is also charged with direct labor and a portion of the factory 
overhead. The quantity consumed monthly is credited out at the 
average cost and thus its balance reflects at each month end the 
cumulative average cost of coated burlap on hand. 

Cork-powdering department. Cork powdering is a compara- 
tively simple operation. The quantity powdered forms the 
basis of a journal entry (made monthly from accumulated daily 
totals), crediting cork account in the raw material ledger and 
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charging powdered cork account in the process ledger. Direct 
labor and a portion of the overhead are also charged to the process 
ledger account, and this account, as in the case of the two pre- 
viously mentioned accounts, reflects the quantity on hand priced 
at the cumulative average monthly cost. 

Mixing department. To get the proper mixture of powder cork, 
ground oxidized linseed oil, tar, rosin, cement, etc., a batch is 
prepared which includes certain proportions of each as set down in 
a fixed formula for each grade of linoleum. In the mixing of the 
batch it is customary to use just enough materials to last the 
calendering machine a certain length of time; hence it is un- 
common to find an inventory of mixed materials on hand at the 
close of the month. 

The quantity of each ingredient entering into the batch is 
summarized and together with the mixing room's direct labor and 
prorated share of the overhead is charged to the respective grades 
of ‘‘untrimmed” goods account in the process ledger, prorated 
on the basis of the number of square yards of each grade manufac- 
tured. 

Calendering, festoon racks, first inspection. The batch of mix- 
ture is applied to the coated burlap as it is drawn through the 
heated rollers of the calendering machine, being pressed against 
the face of the burlap at a uniform thickness. After passing 
through the calendering machine the goods are known as com- 
mons and are immediately drawn into the festoon racks, where 


they hang for from four to six days in a constant heat of about 150 » 


degrees Fahrenheit. 

The quantity of coated burlap used, as measured in the festoon 
racks, is charged to the respective grade of ‘‘untrimmed” goods 
account in the process ledger. The direct labor and proportion 
of overhead of the calendering machine and the direct labor and 
overhead applicable to the festoon racks are treated similarly. 

As it is frequently necessary to work overtime to finish a run 
of material on the calendering machine, it is seldom that any 
inventory is found on the machines at the end of a month. There- 
fore the inventory of commons at any month end represents all 
goods which are in the festoon racks, whether they have been there 
one day or six, as well as all goods on the floor which have been 
taken out of the festoon racks. These goods, as before noted, are 
carried in their respective ‘‘untrimmed” goods account in the 
process ledger as to quantity and value. 
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From the festoon racks the goods are given their first inspection, 
as a result of which all defective goods are cut out of the lengths 
(the lengths usually approximate 30 running yards). The direct 
labor cost of this inspection is charged, as is the direct labor of 
operating the calendering machine and the festoon racks, to the 
respective grades of untrimmed goods. 

A book inventory would not show any distinction between the 
quantities of untrimmed goods on hand: viz. 


1. In the festoon racks, 

2. On the floor, having been pulled out of the racks, but still 
uninspected, 

3. On the floor having been inspected. 


In view of the fact, however, that the operations of the plant are 
reasonably uniform, it is seldom that any large quantity of 
untrimmed goods is on hand except that which may be found in 
the festoon racks. Thus the average cost per square yard re- 
flected by the respective grades of untrimmed goods accounts is 
applied to all untrimmed goods as they pass to the next operation. 

Plain and battleship linoleums are now graded, trimmed and 
packed. A description of the accounting for these operations will 
be found further on in the description for similar operations in 
the case of printed linoleum. 

Color room. For printed linoleum, the colors for the design 
to be printed have to be prepared and mixed by experts in order to 
maintain constant shades. The cost of the colors, oils, etc., to- 
gether with the direct labor and portion of overhead expenses of 
this department, is charged to the respective grades of ‘‘ printed”’ 
goods produced during the month on the basis of the square yards 
of goods passing over the print machine. 

Printing involves the drawing of the plain linoleum through the 
print machines, cut blocks automatically pressing the design on 
the goods. Each block deposits one color on one portion of the 
design. 

Drying racks. From the print machine the goods are immedi- 
ately drawn to flat drying racks where they remain for from four 
to seven days. The direct labor and overhead costs of these two 
operations are charged to the respective grades of “printed”’ 
linoleum in the process ledger on the basis of the number of square 
yards printed. At the same time the quantity, valued at the 
cumulative average cost of the goods passing through the print 
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machine, is also charged to the respective grade of “ printed” lino- 
leum and credited to the respective grade of ‘‘untrimmed”’ lino- 
leum, both classes of accounts being carried in the process ledger. 

Trimming, inspecting and packing are done almost simultane- 
ously. The goods are taken from the drying racks to long inspec- 
tion tables and while one set of men trims the edges another 
inspects and grades the goods. The measurement of each piece, 
the grade and pattern number are recorded on a label and the 
goods are rolled, wrapped, labeled and crated. The quantity 
of each pattern number packed (number of rolls and number of 
square yards in each roll) is recorded as the rolls are packed, and 
while these detail statistics form a guide to the sales department 
of just what pattern numbers are on hand, the aggregate thereof 
forms the basis of the entries made each month, charging the 
respective grades of finished goods in finished stock ledger, and 
crediting the printed linoleum accounts in the process ledger. 
To these respective accounts is also charged the direct labor of the 
trimming, inspecting and packing operations, as well as the cost 
of wrapping paper and crates, and a portion of the overhead 
expenses, all of which are readily prorated over the various goods 
on the basis of the square yards manufactured. 


INDIRECT DEPARTMENTS 


The indirect departments, the cost of operating which com- 
prises the total overhead expenses of the plant, are as follows: 
Power, heat and light 
Mechanical (machinery repairs) 
Pipe fitters (principally repairs to heating equipment in 
festoons and drying racks) 
Carpenter shop (crates and repairs) 
Electricians 
Design and block rooms 
Store room 
Laboratory 
Yard gang 
Factory office salaries and expenses 
Real-estate taxes, insurance, depreciation of buildings and 
equipment, etc. 
It is the purpose to allocate the indirect expenses to the de- 
partments to which applicable and thus have as little as possible 
to prorate arbitrarily. 
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Power, heat and light are prorated over the various departments 
on the basis of horse-power and kilowatt hours consumed in each 
department, as fixed by the chief engineer as a result of meter 
readings etc. 

The mechanical department expenses are prorated to the de- 
partment in which the repairmen are working. 

Pipe fitters spend virtually all of their time repairing the heating 
system, especially in the festoons and drying racks, and the time 
and materials used are prorated on this basis. 

The carpenter shop cares for all building repairs and also for 
the assembling of the crates. The latter are usually purchased in 
quantities of sides and ends and are carried in a “‘shook”’ account 
in the raw material ledger. The labor spent on crates and the 
cost of assembled sides and ends, nails, etc., are charged to crate 
account in the raw-material ledger, record being kept of the 
number of crates assembled each month. A cumulative average 
monthly cost per crate is thus ascertained and used for the finished 
materials crated. The balance of the carpenter-shop expenses is 
charged to the departments in which the work has been per- 
formed. 

The expenses of the electricians’ department are prorated to the 
departments where the work has been performed. 

Design and block rooms operating costs are absorbed monthly 
over the square yards of goods printed. 

Store room, laboratory, yard gang and factory office salaries and 
expenses are prorated over the square yards of goods packed dur- 
ing the month, except that portion of the yard gang’s time which 
is specifically allocated to unloading bulky raw materials such as 
coal, burlap, cork, etc., and is specifically charged to the respective 
raw material or supply accounts. 

Real estate taxes, insurance, depreciation of buildings and equip- 
ment, etc., are prorated over the direct and indirect departments 
on the basis of the valuation of the buildings and equipment, 
etc., allocated to each department. That portion prorated to the 
indirect departments is charged monthly to the direct depart- 
ments in the same proportion that the labor and other expenses 
of these departments are charged. 


GENERAL BOOKS 


Control accounts. The control accounts on the general books, 
covering the inventories at the factory, are as follows: 
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Class Accounts 
Various raw materials Raw-materials account 
Processed materials Processed-materials account 
Untrimmed goods Untrimmed account 
Printed goods Printed account 
Finished goods Finished-stock account 
Storeroom supplies Stores account 


The details of each of these accounts are maintained in the 
respective ledgers at the factory. 

Imperfect goods. With regard to imperfect goods resulting from 
improper calendering (holes, etc.), improper drying in festoons 
(streaks, etc.), improper printing (due to blocks or the print 
machine being out of alignment, etc.), it is customary to grade 
such goods as seconds, thirds, fourths, remnants, etc., and in sell- 
ing these imperfects to take a lower price. In pricing the in- 
ventory, however, no distinction in the cumulative average cost 
per square yard is maintained, inasmuch as it costs as much to 
manufacture the imperfect goods as it did the perfect goods. If, 
however, the prevailing market selling price of the worst of the 
imperfect goods is less than the book cost, a reserve is necessary 
to cover the difference. 

Credits for defects. Allowances are made to customers for 
defects, etc., discovered when the rolls of linoleum are unpacked. 
This is due to a number of causes, among which might be men- 
tioned errors in labeling rolls, manufacturing defects missed by 
inspectors and cracks and defects resulting from careless packing 
and from handling in shipping, unpacking, etc. It is desirable 
to have a special credit form issued by the sales department and 
approved by an officer of the company in support of all allowances 
made to customers. These credits should be entered in a special 
credit register in which a detail classification of the debit accounts 
can be maintained, showing the nature of the allowances. These 
statistics will serve as a guide for the management in that they 
will show the causes of all credits. 


CONCLUSION 


In conclusion, it is pointed out that it is most essential that 
the books of account reflect the true costs of the various materials 
at each principal stage of completion, not only correctly to meas- 
ure the profits earned for any particular period, but also, as fires in 
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a linoleum plant are quite frequent (due principally to the nature 
of the ingredients used and to spontaneous combustion in the 
racks) to furnish a record that will be of the utmost importance in 
the settling of insurance claims. It is quite desirable that ad- 
justments be made in the book inventory accounts to bring them 
into accord with actual inventories taken at frequent intervals 
during the year, preferably when the stocks of raw materials and 
goods in process are low. 
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Accountant Versus Embezzler 
By E. A. St. JoHNn 


Every day, every hour, in all parts of the United States is 
fought a silent but active warfare, in which hundreds of account- 
ants seek to detect some tell-tale discrepancy revealing a de- 
falcation, and in which hundreds—yes, hundreds—of embezzlers 
strive to conceal their thefts by an endless and highly interesting 
variety of bookkeeping tricks. 

In this country alone, embezzlers steal more than $100,000,000 
every year; and, but for the vigilance and efficiency of account- 
ants, would make away with an inestimably larger sum. 

The fifty fidelity insurance companies of the nation paid 
$9,235,836 in embezzlement claims in 1922 and their payments 
during the previous decade increased steadily as follows: 


Year Embezzlement 


Naturally, therefore, we surety folk watch the constant, 
nation-wide accountant-versus-embezzler struggle with a very 
practical interest. 

A careless accountant who overlooks small irregularities in a 
set of books or a weak-spirited accountant who permits himself 
to be persuaded to take an easy-going attitude about small 
irregularities may cost the surety companies very heavy losses. 

Since the fee of the accountant is not paid by the surety com- 
pany but by the surety company’s obligee, the accountant feels 
no obligation to protect the surety company. 

But accountants have obligations to the public as well as to the 
business people who employ them; and so, in reporting a small 
embezzlement, should warn the employer against leniency or 
concealment, for many embezzlers whose first offense has been 
forgiven have subsequently embezzled very large amounts, and, 
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whenever even the smallest irregularity is not reported to the 
surety company, the fidelity bond becomes void from that time. 

Some years ago a state bank examiner discovered some small 
irregularities in the accounts of the popular and magnetic manager 
of asuburban bank. He complained to the bank’s directors, who 
were local tradesmen inexperienced in banking, and they per- 
suaded him to ignore the irregularities because the manager was 
a “good business getter’’ and a “‘vaiuable employee.”” Several 
years later the bank examiner, in his periodic visit, discovered 
that those first small irregularities had grown to a $300,000 
shortage, which closed two banks, ruined a community and caused 
at least one despairing depositor to commit suicide. 

Accountants, when on a job, must avoid all personal entangle- 
ments. 

An accountant down south was employed periodically to 
examine the books of a small bank. He found the bank manager 
very attractive and obliging. Whenever he got ready to compare 
the totals of the individual accounts with the totals of the general 
ledger, the manager always offered to help by reading off the 
totals while the accountant himself operated the adding machine. 
This went on for many years until the accountant had a tempo- 
rary illness and another accountant came in his place. The bank 
manager took one look at the new accountant’s firm jaw and 
impersonal face, and then got his hat, excused himself and dis- 
appeared, never to return. By reading false totals to the first 
unsuspicious accountant, he had been enabled to conceal a series 
of embezzlements totalling $60,000. 

An accountant’s good name is his chief capital. A good name, 
once compromised, is almost impossible to get back. Four 
$1,000 bills were once placed on the desk of the assistant cashier 
of asmall town bank. The bank occupied an old-fashioned build- 
ing with cracked wainscoted walls. At the end of the day, the 
four $1,000 bills had disappeared and could be found nowhere. 
The assistant cashier was discharged under suspicion and no 
other concern would employ him in a position involving any 
trust. He had no money; nor had he friends in other towns so 
that he could start again elsewhere. For years he could get only 
the most menial positions. Then the bank was remodelled and 
the four $1,000 bills were found to have slipped behind one of the 
cracked walls. The discredited assistant cashier sued the bank 
for his lost name and got a jury verdict. But the money damages 
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did not compensate for his wrecked business career and years of 
business ostracism. 

Causes of the great increase of embezzlement in the United 
States during the last decade are largely due to increase of op- 
portunities which, in turn, are due to the increased complexity 
and elaborateness of business. Close supervision of trusted em- 
ployees is very difficult, if not impossible nowadays; and little or 
nothing is known regarding the antecedents, private lives, temp- 
tations, etc., of trusted employees. References of trusted em- 
ployees are often not investigated ; if investigated they are usually 
done so only by letter or telephone. My company has actually 
found criminals with prison records employed in financial insti- 
tutions, discovery of these records being made only when we were 
asked to issue fidelity bonds. 

It is next to impossible for even the ablest accountant to dis- 
cover an embezzlement if the embezzler’s tricky technique is 
flawless and if the embezzlement does not become too large. 
But here are some typical recent embezzlement cases with the 
suggestions of my associate, Herman J. Lofgren, as to how an 
efficient accountant might have detected them. 


EXAMPLE No. I 


A cashier received cash deposits made by customers in payment 
for stocks for margin deposits which he appropriated to his own 
use to the amount of $12,900. He kept this shortage covered by 
substituting cheques received from clients for the cash and in- 
creasing his bank balance over night to cover up the deficit until 
he received further deposits the next day to make good. 

In order to misappropriate the $12,900 it is evident the cashier 
resorted to the time honored method of “lapping” and raising 
bank balances by making entries for receipts not deposited in 
their entirety. 

To manipulate the accounts successfully, all entries on the 
cash blotters would be made by the cashier. The postings there- 
from to the customers’ accounts would be made by the bookkeeper, 
and entries on the margin cards would be made by the margin 
clerk. 

Monthly statements to customers would be mailed as is cus- 
tomary and apparently everything would be in proper order. 

In order to detect or circumvent such schemes, the accountant 
should check all cash credits to customers’ accounts against cash 
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blotters, foot cheque books and reconcile bank balances for all 
months during the period of his audit, and where necessary ob- 


tain original deposit slips from banks. 


OPERANDI 
Currency received 


ohn Brown....... ( 1)..... $1,500 
1,000 
C. Chandler....... 
T. Bryant ( 2) 650 
Beatty 1,250 

..(.5)..... 8400-500 } Appropriated 

W. (9)..... 1,000 

M. C. Miner....... 500 

$14,000 


Cheques received: 
Geo. I. Brandon....( 1)..... $2,500 


C. W. Wright...... (3)..... 2,250 Substituted for items 1 to 4 
R. L. Holland...... ( 4) 1,750 


$ 8,400 


LEDGER ACCOUNTS 
BANK ACCOUNT BLANK TRUST CO. 


1923 Debit 
anuary 31st Deposits, items I to4............. 8,400 

Amount raised by fictitious entries on 
$47,400 


Capital and sundry liabilities: 


Sundry customers’ accounts: 


EXAMPLE No. 2 


Credit 


A bookkeeper, trading in three different accounts kept in his 
wife’s name, lost money in the trades and to make the accounts 
good transferred credits from interest and commission and part- 
ners’ accounts to make good his margins to the extent of $29,000. 

To cover up the losses sustained in trades the bookkeeper would 


manipulate his books in the following manner: 
Total debit to customers for interest charges as 


per 


(Footings on interest book would then be changed 


A i 
$25,000 
$22,400 
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Interest credit to earnings. (1) $25,000 
Concealed or direct ledger credit posted as a cash 

receipt to wife’s account..................% (1) 5,000 
Concealed or direct ledger debit to partners’ ac- 

Concealed or direct ledger credit to wife’s account (2) 20,000 
Charged to customers for commissions. ........ 50,000 
46,000 
Concealed or direct ledger credit to wife’s account 4,000 


The accountant should prove the footings of the interest book 
and check the total credited to earnings. Likewise the commis- 
sions on purchases and sales of stocks as shown by the blotters 
should be proved and checked against the amount credited to 
earnings. If this is done for all months to be covered by the 
audit irregularities as described will be quickly revealed. 


EXAMPLE No. 3 


Assured’s bookkeeper and order clerk acting in collusion traded, 
buying and selling stocks which were paid for by the firm in the 
belief that the trades were genuine, they using the name of several 
customers who had had accounts but whose accounts had been 
closed. They made fictitious entries in the books, did not carry 
margin cards and when the books were audited borrowed bal- 
ances from accounts which had credits to offset the debit balances 
existing in the accounts being used. 

The detection of manipulations of this character depends to a 
great extent upon the nature and scope of the accountant’s ex- 
amination. 

According to the language of the problem, customers’ accounts 
with full credit balances were used to clear the debit balances in 
the amounts being used for trades. 

This illustrates very forcibly how imperative it is for the ac- 
countant to mail confirmations to all customers, whether their 
accounts are closed or not. Such confirmations should state the 
amount of the debit or credit balance, and the long or short posi- 
tion. If there is neither a balance nor stock position, the state- 
ment should so read. When the statements were incorrect com- 
plaints would quickly follow and the irregularities would thus be 
disclosed. 

EXAMPLE No. 4 


A customer’s man using the name of a relative, trading without 
the knowledge or consent of the firm, ran into a loss which the 
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margin clerk failed to report to the firm on the statement of the 
other employee that the customer was good for the loss and 
would make it up. The market continued to go against the 
traders. The margin clerk, to conceal the losses, took the margin 
card out of the box and when the firm discovered the condition of 
things there was a loss of about $130,000. 

Strictly speaking, this is not an accounting problem, but is a 
case of dereliction on the part of the margin clerk. Neverthe- 
less, an alert bookkeeper would see almost at a glance that the ac- 
count was under-margined or without equity, and unless he was 
in collusion with the customer’s man and margin clerk, he would 
report the matter to the office manager or a member of the firm. 

If the books were being audited, the condition of the account 
would be disclosed the moment the accountant made up his 
equity statement. 


EXAMPLE NO. 5 


Two employees of a stock brokerage house created a loss of 
approximately $25,000. These two men, one a bookkeeper and 
the other a margin clerk, were acting together in buying and sell- 
ing stocks in four accounts. Three of the accounts were opened 
in good faith and were closed by the original owners. After they 
had ceased operating, however, these men continued to buy and 
sell, using these accounts, and they opened another account 
which was entirely fictitious. They were able to cover these 
transactions by switching debit balances to other accounts and 
when the auditors came in at the end of the year they took out 
the loose leaves from the ledgers and substituted loose-leaf pages 
from other accounts showing the necessary balances to make the 
individual accounts balance with the general ledger. 

In this instance, the switching of debit balances to other ac- 
counts has a tendency to make the accounts so debited under- 
margined or without equity. Manipulations of this character 
present little or no difficulty to the experienced Wall street ac- 
countant. 

By taking the trial balance for the month previous to that of 
the audit the ledger accounts and balances would be established, 
and by checking the entries for the current month the irregulari- 
ties and substitution of other ledger leaves would be apparent 
and the necessity of a detailed audit of the accounts disclosed. 

Furthermore, a check of the long and short positions as shown 
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by the customers’ accounts with the stocks and bonds record 
would show that the accounts were irregular. 


EXAMPLE No. 6 


Principal was manager of the Indianapolis branch office of a 
Chicago stock brokerage house. He admitted a shortage of ) 
about $45,000. The shortage accrued through the unauthorized 
trading by him in the accounts of two of the big customers of the 
firm. His books agreed at all times with the firm’s Chicago books, 
but statements sent to these two customers by the Chicago office 
were intercepted by the defaulter and false statements were | 
made up by him showing the balance each would have had | 
if principal had not traded on these accounts. Then, to keep . 
these customers in good standing with the margin clerk at the 
Chicago office, principal reported having received securities to be 
held as collateral. It was only when the Chicago office sent to 
check the collateral that principal’s depredations were discovered. | 

It is evident that all trades in the Indianapolis office were made 
through the head office in Chicago where all accounts with cus- 
tomers were kept, Indianapolis records being subsidiary thereto. 
Cash receipts and disbursements would be deposited in Indian- 
apolis and reported to Chicago. Stocks and bonds purchased for 
customers would be in Chicago either in box, in loans or in trans- 
fer. Chicago would draw on Indianapolis from time to time. 
All loans would be made in Chicago. Stocks and bonds held for 
safekeeping could be either in Chicago or Indianapolis. 

In order to keep the two customers’ accounts in good standing, 
the Indianapolis manager would report having received certain 
securities as collateral which he had placed in his box. On re- 
ceipt of this information, Chicago would make the customers 
“‘long”’ and securities in box in Indianapolis as the offset. 

The non-existence of said securities would be revealed when q 
the accountant would make up his own securities record. It is | 
possible that the Indianapolis manager might try to cloud the q 
issue by asserting that the missing securities were in transit, : 
but this could be readily verified by communication with the { 
Chicago office. 


EXAMPLE NO. 7 


Defaulter, who was the manager of a bank, drew numerous 
cheques for office expenses, proceeds of which he pocketed. To 
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cover these charges he put these items in suspense and then 
transferred them into the persona! account of the president of the 
bank, who never checked up his account and never knew how it 
stood. By this method the defaulter was able to get away with 
approximately $30,000. 

In auditing a bank, the accounts on the general ledger should 
be analyzed by the accountant. If this is done the washing of 
items in the manner outlined in the problem is quickly disclosed. 

Generally speaking, it is unusual for banking institutions to 
make payment in cash for items of expense, unless the amount 
be very trivial. This being the case, disbursements of the char- 
acter mentioned would call for close scrutiny and explanation. 
The frequency of the disbursements and the lack of supporting 
vouchers would, in the writer’s opinion, arouse suspicion as to 
their authenticity, particularly as they were eventually charged 
to an individual’s account. 


EXAMPLE No. 8 


The defaulter was a teller in the savings department, an em- 
ployee who had worked his way up through a period of years from 
office boy in the banking department to teller in the savings de- 
partment, and could therefore be expected to be familiar with 
the accounting system of all departments of the bank. His 
method consisted in entering the deposits as and when received 
on the depositors’ pass books and on their savings account cards 
but omitting to enter the amount on his teller’s lists and omitting 
to account for the money to the banking department. The 
above procedure would of course throw the trial balance of the 
savings account cards out of balance with the banking depart- 
ment control account. To prevent its discovery, it would appear 
that whenever a proof of the balance in the savings department 
was to be made, fictitious debits for the amount of the shortages 
at that date were made to accounts known to be inactive and the 
trial balance was thereby reduced to the amount called for by the 
control account. After serving their purpose, these fictitious en- 
tries and the adjusted balances were erased and the original 
figures re-entered. By confining these operations to ledgers sec- 
tions ‘‘4”’ and “5,” ample time was afforded to make the adjust- 
ing entries while proofs were being taken of ledgers ‘‘1,”’ ‘‘2,’’ and 
‘*3.”". Undoubtedly the above procedure was facilitated by the 
fact that the defaulter acted both as receiving teller and book- 


448 


4 


Accountant Versus Embezzler 


keeper, also by the fact that he was later allowed to take off the 
trial balances. Total loss was $14,986.20. 

This problem emphasizes the fallacy of permitting an employee 
of any banking institution to occupy a dual position and to al- 
low the same person to take off a trial balance. 

To detect manipulations of this character the pass books 
should be called in for comparison with the account cards. If 
the officials deem this inexpedient then the whole of the account 
cards should be taken away from the teller when least expected, 
the deposits and withdrawals listed and compared with the gen- 
eral ledger control. Then the jig will be up. 


EXAMPLE No. 9 


Defaulter bought all of the postage stamps used by house. 
He was a trusted employee in the “‘cage,’’ and all his requisitions 
were O.K.’d by his immediate superior. He secured money from 
the cashier from time to time with which to purchase stamps. 
Some of the stamps were used for the registered mail going direct 
from the “cage,’”’ but the larger part, as a rule, was used by the 
mailing department. Defaulter supplied this department with 
stamps, taking receipts from the mail clerk. All money paid to 
the defaulter for the purchase of stamps was charged to a ‘‘stamp- 
postage’’ purchase account on obligee’s books (an asset account). 
Periodically he would prepare a journal voucher relieving the 
“‘stamp-postage’’ account and charging ‘‘expense account.” To 
this entry he attached the vouchers received from the mail clerk 
and to cover his shortages which amounted to approximately 
$20,000 arising from his failure to use the money for stamps in 
the way it was intended to be used, he would prepare vouchers 
similar to those taken from the mail clerk and forge the mail 
clerk’s name to them. 

In the first instance the increased expenditures for postage 
should have been sufficient to warrant investigation. 

The writer maintains that casual inspection of vouchers is 
insufficient. Signatures on vouchers of this kind call for close 
scrutiny. If this is done the caligraphy of the perpetrator even- 
tually betrays him. 


EXAMPLE No. 10 


The head bookkeeper of a bank, by switching credits from a 
large account to a small account of another customer, permitted 
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the latter to overdraw his account approximately $7,000, of which 
head bookkeeper later received a share. 

Statements of customers’ accounts should be made up by other 
than those in charge of the individual ledgers, and upon their 
completion they should be handed to the bank auditor who should 
mail them personally. 

Illicit withdrawals in the manner described cannot continue 
indefinitely if the above safeguards are in operation. 


EXAMPLE No. II 


The trusted manager of a New York dry goods store took 
quantities of merchandise from his employer and with it stocked 
a store of his own in an adjacent street. Business increased yearly 
in the store in which the manager was employed, but yearly bal- 
ances showed dwindling profits and finally startling losses. The 
proprietor reluctantly was persuaded to employ detectives to 
trace the trusted manager, and the rival store was soon discovered. 

The simplest sort of inventorying and auditing would have dis- 
closed the shortage in merchandise while the losses were still small. 


EXAMPLE No. 12 

A $25 a week clerk in the employ of a New York wholesale 
grocer, through conspiracy with a driver and outside confederates, 
stole and resold large quantities of incoming merchandise. The 
proprietor, paying a rare visit to the shipping room, noted that 
this poorly paid clerk wore a silk shirt. Investigation disclosed 
that the clerk was living in a $3,500 apartment with servants and 
an automobile. 

The making of an inventory would have disclosed these pecu- 
lations. 

EXAMPLE NO. 13 

A branch manager, in collusion with a dishonest attorney, divid- 
ed with that attorney collections secured from various debtors’ 
accounts which had been turned over to that attorney for collec- 
tion by manager. The attorney would collect such accounts, but 
report them as uncollectible. This report would be sent to the 
home office by the manager and the accounts marked off. These 
operations were carried on for three years before accidental dis- 
covery was made and the surety company paid a bond of $10,000 
on this loss. 

Careful checking by an accountant of individual accounts and 
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confirmations mailed to all customers, especially those whosé 
accounts had been reported as uncollectible, would have disclosed 
these peculations. 

EXAMPLE No. 14 


A young man employed as bookkeeper and cashier in a large 
refrigerating company, by overlapping items, managed to make 
away with $25,000 in cash in a period of two years. A part of the 
concern’s business was to lend money on cased eggs placed in cold 
storage, and to release the eggs when the loan with interest and 
storage charges was paid. The bookkeeper-cashier upon receiv- 
ing such payments would issue an order releasing the cases in- 
volved, credit the customer’s account and charge a correspond- 
ing amount erroneously to some other accounts, consequently 
leaving his cash balance as if the amount manipulated had not 
been received. 

At the time this young man was employed, it was the practice 
of the concern to have quarterly audits and inventories made by 
certified public accountants. This was continued during the 
first two years of the new bookkeeper’s employment, by which 
time he had become a trusted employee, and was bonded in the 
sum of $1,000. At the suggestion of someone the quarterly audits 
and inventories were abandoned, and thereafter each month the 
bookkeeper-cashier prepared a trial balance of his books which 
was accepted by the treasurer as correct. 

Two years later the employee failed to report for work, and it 
developed that he had left home. A new bookkeeper was em- 
ployed but demanded that an audit be made before he took over 
the books. A six weeks’ audit disclosed irregularities and a short- 
age in the original employee’s accounts of more than $25,000. 

A continuation of the quarterly audits and inventories would 
have disclosed irregularities of this sort had they been attempted. 
The case indicates that the irregularities would not have been 
attempted if the inventories and audits had not been abandoned. 
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EDITORIAL 


i i ie, The governor of New York has vetoed 

ancy Bill Vetoed the so-called McGinnies bill which was 

printed in the May issue of THE JourR- 

NAL OF ACCOUNTANCY. In explanation of his action the governor 
has issued the following memorandum: 


“‘ As the law now stands persons other than certified public accountants 
are permitted to follow the business of public accountancy. While this 
bill on its face appears to be liberal to the men following the business of 
public accountancy, but who are not certified public accountants, by 
permitting them to come in under the law by the Ist of January, 1925, 
provided they have had three years’ experience in the practice of account- 
ancy, it nevertheless sets up accountancy in its entirety as a profession 
from which young men and women in the future will be excluded unless 
they either qualify in a regents’ examination or submit evidence satisfac- 
tory to the accountancy board of their possession of academic and pro- 
fessional qualifications & the practice of public accountancy. A great 
many business houses, under a misapprehension undoubtedly, have 
written to me about the protection which they believe should be accorded 
to business in the retaining of accountants. No law is required, that I 
am able to see, to give such protection. The letters ‘C. P. A.’ after a man’s 
name today indicate that he has met the standards fixed by the state, but 
certainly there are other accountants who have met those standards but 
who do not seek to be certified public accountants. I am opposed to the 
whole question of narrowing the profession in our state to men who can sub- 
mit to some board or commission academic qualifications. At the hearing on 
this particular bill I took occasion to say that, aside from the practice of 
medicine and dentistry, we were too exacting in requirements in many of 
the professions. The people are entitled to the very limit of protection 
in the case of doctors. he study of medicine is a science. There is, 
however, no occasion for the stringent rules and regulations now in force 
for the admission to the bar. By this bill we are setting up another pro- 
fession and closing the door to a great many competent men and women 
who could follow the calling of accountancy. All of these things start in a 
liberal way, but after they get started there is always a move on foot to 
a them up so that the profession may be narrowed down to the few. 
The present law gives us ample protection by setting up a professional 
class of accountants, but leaves the field open for other people, probably 
equally competent, but not admitted to the profession.”’ 


Many arguments have been adduced 

The Reasons for Veto for and against the restriction of the 
profession which would have been 

effected by the bill in question, but it appears that Governor 
Smith has decided to express his disapproval on grounds which 
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had not been considered by most of its opponents. The bulk of 
criticism which was made against the bill dealt with the supposi- 
tion that men and women now engaged in professional practice 
might be debarred from continuing their legitimate activities. 
There was very little thought given to the possible undesirability 
of the general principle of restriction in future. It seemed to be 
thought by most of the persons who had given the bill considera- 
tion that the ultimate limitation of practice would be a desirable 
thing. The objection lay against the time and method of apply- 
ing restrictive regulation. The governor takes the stand that 
there should be no more restriction at any time than is now 
provided by the laws of the state of New York. He feels ap- 
parently that anyone who desires to practise as a public ac- 
countant should be permitted to do so and that the designation 
“certified public accountant”’ is to indicate only a portion of the 
accounting profession. Another objection raised by opponents 
of the bill was the absence from the text of any definite statement 
as to the comprehensiveness of the recognition accorded to mem- 
bers of the profession or to those who believe that they are mem- 
bers of the profession prior to the date when there would have 
been no further admissions except by examination. The com- 
missioner of education in the course of a hearing before the 
governor expressed himself as favorable to the admission of 
nearly everyone who could be construed as engaged in public 
practice; but the bill itself was silent, and probably necessarily 
silent, as to where the limit would be drawn. That was to rest 
in the discretion of the board of regents. On this point the 
governor did not seem to find himself out of harmony with the 
bill. It is on the more fundamental question of restriction or 
non-restriction that he has declined to approve a measure which 
had passed both houses of the state legislature. 


It is admitted that there is a difference 
of opinion among members of the ac- 
counting profession as to the wisdom 
and propriety of limiting the practice of accountancy to those 
who are certified by state authorities. The New York State 
Society of Certified Public Accountants officially approved the 
McGinnies bill. It was endorsed by the education department 
and by various commercial and professional bodies. On the other 
hand there were practitioners who felt that the measure was 
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likely to lead to injustice, and for this reason, and also because 
of the possible ambiguity in regard to limitation, they felt com- 
pelled to oppose passage and approval of the bill. For the time 
being the movement is therefore punctuated by a period—or 
perhaps only a semicolon—but it is expected that further efforts 
will be made when the legislature of New York meets again to 
secure enactment of a similar bill in the hope that it may become 
law. On this subject the American Institute of Accountants 
has expressed no opinion as it is a general policy of the national 
organization not to interfere in matters of intra-state interest, 
save in regard to things which make for the betterment of ac- 
counting conditions. The McGinnies bill was, of course, a vital 
question, but it was a matter of primary importance to the 
accountants of New York. 


In the May issue of THE JOURNAL OF 
The Maryland Law AccouNTANCY mention was made of the 
fact that the state of Maryland has 
amended its C. P. A. legislation and effected fundamental changes. 
The idea of restrictive legislation, which has met with a check in 
New York, has been favorably considered by the legislature at 
Annapolis and the bill has received the signature of the governor 
of Maryland. After the usual clauses relative to the issuance of 
C. P. A. certificates, the method of examination, the personnel 
of the accounting board, the fees and qualifications of applicants, 
the following new provisions appear: 


7. Any citizen of the United States, or person who has duly declared 
his intention of becoming such citizen, over the age of 21 years, and of 
good, moral character, who on January 1, 1924, shall have a place for the 
regular transaction of business in the state of Maryland as a practitioner 
of public accounting or auditing, and whose time during the regular 
business hours of the day is wholly or partly devoted to such practice, or 
who shall be a member of a firm or partnership or officer of a corporation so 
practising, shall be entitled to register with the state board of examiners 
of public accountants on or before January 1, 1925, and each person who 
shall so register shall receive from the state board of examiners a certificate 
of permission to practise as a public accountant, and shall be styled and 
known as a public accountant, but shall not be entitled to use any other 
words, letters or designation descriptive of such title, and no other person, 
firm or corporation shall assume the title of public accountant, or any 
abbreviation thereof whatsoever, or any other words, letters or figures to 
indicate that the person so using the same is a public accountant, except 
that a firm or partnership engaged in practice in this state on January I, 
1924, may register as a firm and may practise as public accountants under 
any individual or firm name; and, hen time to time in the event of the 


death or retirement of a member or members, the remaining member or 
members, either alone or in combination with any person or persons hold- 
ing certificates as certified public accountant or as public accountant issued 
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under the provisions of this article, may continue to practise and to use 

such registered firm or partnership name, and in determining who were 

practitioners of public accounting or auditing on January 1, 1924, the 

state board of examiners of public accountants shall include any citizen 

of the United States or person who has duly declared his intention of 

becoming such citizen, over the age of 21 years, of good moral character, 

and who has been employed by a practising certifi ublic accountant or 

practising public accountant for two years immediately preceding January 

I, 1924, in a position of not less than a grade of povare Bs nts. Lamy or 

who being also a resident of the state of Maryland shall have been employed 

A the bureau of internal revenue of the treasury department of the 
nited States government, in a position of not less than that of internal Hl 

revenue agent or inspector, or in a similar position involving exclusively i} 

accounting work, for two years immediately preceding January 1, 1924, or 

who on January 1, 1924, shall have been employed by the state of Mary- 

land as auditor, accountant, and/or insurance examiner in charge of ac- 

counting work, or who for two years immediately preceding such date 

has continuously served or been engaged in more than one of these capac- / 

ities, including practice as an individual or as a member of a firm or 

partnership ap om in practice as a public accountant. 

8. No person shall hereafter be permitted to practise or hold himself out 
to the public as an accountant or auditor either by using or subscribing 
his own name or the name of any other person or firm, unless and until he i 
shall have received from the governor of Maryland a certificate as certified ) 
public accountant, or unless and until he shall have received from the 
state board of examiners of public accountants a certificate as public 
accountant, and no corporation shall hereafter be permitted to practise or 
hold itself out to the public as an accountant or auditor; provided, however, . 
that nothing in this article shall be construed as altering, abridging or in 
any way affecting the rights or powers heretofore granted any corporation 
by special act of the legislature of this state. 

g. Nothing contained in this article shall be construed to prevent any 
person from serving as an accountant or auditor in the employ or under 
the supervision of any certified public accountant of this state or in the 
employ or under the supervision of any public accountant of this state who 
has been certified or registered, respectively, under the provisions of this 
article, and nothing contained in this article shall be construed to prevent 
any accountant of any other state of the United States or the District of 
Columbia, or any territory or dependency of the United States, or any for- 
eign country or nation from accepting employment as an accountant in any 
case which may involve the work of such accountant anywhere within this 
state, provided that this section shall not be construed as permitting such 
accountant to establish an office for the practice of public accounting or 
—— in this state without first complying with the other requirements 
of this act. 


It will be noted that no attempt is made | 

Practice Not Defined in the law to write a clear definition of | 

what is a public accountant. The as- } 

sumption is that when any breach of the law is reported it will 

rest with the state authorities to decide whether the accused is 
or is not engaged in public practice. The New York law at- 
tempted a definition of public practice following somewhat the 

definitions which appear in a few of the other state laws. If | 

there can be any feeling of assurance that the courts will fairly 

interpret the expression ‘public accountant” it is probably 
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preferable that a definition be avoided. The danger is that cases 
on the border line between practice and what is not practice 
would not be uniformly decided by different courts, and for that 
reason a definition has much to commend it, although no 
definition is likely to be entirely adequate. 


What seems to us an unfortunate pro- 
A Doubtful Provision vision is contained in clause 10 of the 
law which reads as follows: ‘‘ Nothing 
contained in this article shall be construed as applying to or in 
any way regulating the practice as tax advisors of persons, firms 
or corporations so holding themselves out to the public.”” This 
clause is doubtless intended to protect lawyers from restrictive 
effects of the law. It appears, however, to open the way for that 
unfortunately large class of people who describe themselves as 
tax experts. It seems that the law as enacted would permit a 
man to hold himself out to the public as a tax advisor without 
any restriction, whereas an accountant whose work was wholly 
connected with tax practice would be forbidden to engage in 
his vocation unless he disclaimed all appearance of being an 
accountant. 


In many ways the most interesting fea- 
ture of the Maryland law is that found 
in clause 11 which reads as follows: 


11. Except by express permission of the person employing him, or of the 
heirs, personal representatives or successors of such person, a certified 
public accountant, or public accountant, or person employed by a certified 
public accountant or public accountant shall not be required to, and shall 
not voluntarily, disclose or divulge the contents of any communication 
made to him by any person employing him to examine, audit or report on 
any books, records or accounts, nor divulge any information derived from 
such books, records or accounts in rendering professional service. Pro- 
vided that nothing in this section shall be taken or construed as modifying, 
changing or affecting the criminal laws of this state or the bankruptcy laws. 


Privileged 
Communications 


Here at last is a law which will meet the wishes of many account- 
ants. It has been said for many years that an accountant labors 
under a disadvantage because all his books, records and accounts 
are subject to subpoena. The Maryland law expressly extends 
the confidential privilege to the records and information in the 
possession of accountants with the exception of matters which 
would affect the criminal or bankruptcy laws. A good deal of 
loose talk has been heard on the subject of the general desirability 
of privileged communications in the case of accountancy. Some 
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of the arguments in favor of the establishment of such a status 
have not been characterized by anything much more substantial 
than a natural desire to refuse information. There is, however, 
much to be said in favor of protecting the relations which exist 
between an accountant and a client, and it will be interesting to 
watch the developments which may occur in Maryland under 
this new and unique provision. 


The attention of readers is directed to 
an announcement appearing in the 
advertising pages of this issue concern- 
ing a new or rather an enlarged publication under the auspices of 
the Institute. From the time of reorganization in 1916 it has 
been the custom to issue each month to the members of the In- 
stitute a small confidential bulletin which contained the shortest 
possible summary of the activities of the Institute. The original 
intention to increase this monthly synopsis into a more compre- 
hensive report was postponed, but it has always been in mind 
that with the growth of the Institute it would soon become neces- 
sary to provide members and associates and also the general 
public with a more intimate, personal history of current events in 
accountancy than is compatible with either a small confidential 
bulletin or with THE JoURNAL OF ACCOUNTANCY. THE JOURNAL 
is a firmly established review of accounting principles: person- 
alities and local affairs are somewhat out of place in its pages 
unless the matters be of far-reaching effect. There is, however, 
a great need for a frequent publication of accounting news and it 
is right and proper that the Institute should father such a ven- 
ture. Accordingly on the 15th of May the first issue of the 
bulletin of the Institute in its new form was published. This 
first edition consisted of 16 pages of news items, court decisions, 
laws, etc., which are of interest to the accounting profession in the 
Institute and out of it. There is little attempt at editorial com- 
ment. It is simply a recitation of news, or in other words it is 
really a monthly newspaper. The bulletin will appear about the 
middle of each month with the possible exceptions of July and 
August. The number of pages, of course, will depend upon the 
amount of matter to be reported, but it is expected that the size 
will run from eight to sixteen pages and in exceptional cases it 
may be necessary to produce an even greater number. The 
bulletin is to be distributed gratis to all members and associates 
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of the Institute. Otherwise it will be obtainable at fifteen cents 
acopy. It is expected that those who feel an interest in the course 
of accounting progress will prefer to subscribe annually to the 
bulletin and a price of one dollar a year has been fixed. The 
bulletin is to supplement and not in any way to compete with 
THE JOURNAL OF ACCOUNTANCY, and it seems likely that most of 
the readers of THE JOURNAL will take advantage of the opportu- 
nity to secure both a review of accountancy and a news vehicle at 
a combined price of five dollars a year. The bulletin is the 
youngest member of the publication family of the Institute 
and THE JOURNAL wishes its little brother long life and 
prosperity. 

One of the most justly merited criti- 
cisms of the Institute is on its excessive 
modesty. Many of the things which 
have been done for the betterment of the profession have been 
unaccompanied by the sound of trumpets. A conservative is 
naturally reluctant to stand upon the housetops and proclaim 
his virtues and deeds. As an illustration, reference may be 
made to the spread of C. P. A. legislation throughout the United 
States and its dependencies. Probably many people are un- 
aware of the fact that it is to the Institute and its predecessor 
that most of the accountancy laws are due. It is to the Institute 
that the approach to a uniform standard of accounting examina- 
tions is attributable. It is to the Institute that the suppression 
of spurious certificates is due. And we might go on almost in- 
definitely in the same strain. But people, and unfortunately 
some of the members of the Institute themselves, have not taken 
the trouble to inform themselves as to the facts. Consequently 
it appears that there is reason for a newspaper which will calmly 
and as completely as possible tell the progress of affairs so far 
as it can be told without jeopardizing the accomplishment of 
matters during their development. 


Concerning 
Reticence 


While on the subject of what the In- 
stitute has done and has not done it is 
of interest to receive a copy of the St. 
Paul Dispatch containing a letter written by Julius J. Anderson 
of the state board of accountancy of Minnesota. An allegation 
had been made by a correspondent of the Dispatch which attrib- 
uted whatever dissatisfaction may have been felt in regard to 
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the New York C. P. A. law to the difficulty of the examinations 
of the American Institute of Accountants. Of course, those who 
are familiar with the facts will be amused by this statement, but 
it is more or less in line with opinions of many people who fail to 
inform themselves of the truth. Mr. Anderson’s answer is so 
clear and emphatic that it is worthy of reproduction: 


“To the Editor of the Dispatch: 

‘An article appearing in the Mail-Bag column of your issue of April 10 
in reference to ‘accountant legislation’ has just been called to my atten- 
tion. The writer of that article who designates himself ‘P. A., St. Paul,’ 
displays such gross ignorance of the facts about which he attempts to 
write that it hardly seems necessary to respond to it, and yet there may be 
some among the unsuspecting public who would be misled by his erroneous 
statements. In referring to the law which has recently been passed by 
the state of New York for the regulation of the practice of public account- 
ing he states, among other things, that ‘the occasion for the bill arises 
because of the fact that a large number of successful public accountants 
have not qualified under the present New York law. This is probably due 
to the steadily increasing difficulty of the examinations which are prepared 
by a small committee of the American Institute of Accountants. Candi- 
dates have found that the examinations are too long to be properly worked 
out in the time limits allowed, and as they consist very largely of trick 
problems are considered by many as not a fair test of public accounting 
ability.’ In the first place, the examination questions referred to have 
never been used in the state of New York. For that reason this bill could 
not have arisen for the reasons which he states. In the second place, Mr. 
P. A. places his own individual judgment above that of more than thirty 
state boards of accountancy which have adopted the uniform examination 
y ws bee under a plan of coéperation with the board of examiners of the 

merican Institute of Accountants, which plan, in the opinion of leading 
accountants in all parts of the country, has done more to bring about 
uniform standards than any other move which has been made in the history 
of the profession. Furthermore, there are hundreds of candidates in these 
various states who are passing each examination, which would seem to be 
a fair indication that they must contain something besides ‘trick’ prob- 
lems. The Minnesota state board has been using the Institute examina- 
tion questions during the past five years. In all that time there has not 
appeared a single so-called trick question. It is to be regretted that 
p. A.’ did not properly inform himself as to the facts before breaking into 
print with unwarranted criticism.” 


One of the accountants in New England 
has a motto on his desk which reads, 
“Never condense a balance-sheet to a 
point where it would better help to sell a business or more effec- 
tively discourage expectancy of profit distribution.” In other 
words this accountant believes that a condensed balance-sheet 
should be as clear an exhibition of fact as is the complete balance- 
sheet from which it is derived. Many cases have recently arisen 
in which the whole question of condensed balance-sheets and their 
possible misinterpretation has been involved, and it seems that 
the profession must take some action in order to protect the 
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public from the utterance of reports which may be absolutely 
accurate but are not sufficiently explicit to indicate the whole 
truth and nothing but the truth. The balance-sheet may be 
prepared primarily for the officers and directors of a corporation 
or for the managers of a business, but it is also prepared for 
every stockholder in an incorporated company and ultimately 
for every member of the investing public. It is all very well to 
say that a balance-sheet reports the truth and that an account- 
ant would be able to discern true value from a study of it, but 
it is not sufficient if the facts are presented so as to be understood 
only by one skilled in accounts. The truth must appear so that 
he who runs may read and understand. In an ideal state of 
affairs there would be no condensed balance-sheet but everything 
would be explained in full detail and in simple language. How- 
ever, we do not live in Utopia. In these days of hurry it is not 
possible to give full consideration to minute detail, so the con- 
densed balance-sheet has arisen as a necessary evil. Recognizing 
it as having evil possibilities it is apparently the duty of the 
accounting profession to see that the public be protected as com- 
pletely as may be from any evil effect. What seems to us a 
particularly pernicious form of telling the truth is a condensed 
balance-sheet bearing a certificate qualified by reference to some 
detailed statement which is not available to every reader of the 
balance-sheet. If a certificate indicates that the public balance- 
sheet represents the true condition of affairs subject to exceptions 
appearing in a detailed report, the average reader will probably 
accept the statement as meaning that matters of small impor- 
tance, having no vital effect upon financial condition or prospects 
and considered so insignificant as to be unworthy of mention in a 
balance-sheet, may be found if one will take the trouble to look 
in a detailed essay presented for the consideration of the adminis- 
trative officers of the corporation. In other words the important 
facts are in the balance-sheet; minute details are not. This is 
what the reader is entitled toassume. Yet there have been many 
balance-sheets, whose authors maintained that they were ab- 
solutely accurate, which have borne certificates qualified by 
reference to other reports and by this means have grossly misled 
the public. One of the rules of professional conduct of the 
American Institute of Accountants has this as well as some other 
potential wrongs in mind when it says: 
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“The many ie and certification of exhibits, statements, schedules 
or other forms of accountancy work, containing an essential misstatement 
of fact or omission therefrom of such a fact as would amount to an es- 
sential misstatement or a failure to put prospective investors on notice in 
respect of an essential or material fact not specifically shown in the balance- 
sheet itself shall be, ipso facto, cause for expulsion or for such other disci- 
pline as the council may impose, upon proper presentation of proof that 
such misstatement was either wilful or the result of such gross negligence 
as to be inexcusable.” 


The accountant who hides behind such a qualification as that 
which we have suggested may flatter himself that he has told 
the truth. In point of fact he may have lied abominably. 


J In the April issue of THE JOURNAL OF 
ACCOUNTANCY, in the course of edi- 
torial comment, the expression ap- 
peared: ‘‘ There is no law inhibiting the giving of legal advice for 
a fee. The regulation of legal practice concerns the right to 
appear before courts but does not extend to the giving of advice.”’ 
This assertion was made with every expectation of arousing 
protest. It was our thought that the statement was correct and 
that in most of the states it would be almost impossible to pre- 
vent, let us say, the village cobbler from expounding the law for 
the benefit of his customers and accepting payment for benefits 
received from the result of such exposition. However, we have 
received a letter which we are glad to publish containing a legal 
opinion in regard to the truth of our statement so far as it con- 
cerns New York: 


“Referring to your editorial on restrictive legislation appearing on 
page 278 of the April issue, I note the statement of your belief ‘that there 
is no law inhibiting the giving of legal advice for a fee. The regulation 
of legal practice concerns the right to appear before courts but does not 
extend to the giving of advice.’ The interpretation and construction 
section 270 of the penal law prohibiting the practice of law by those not 
duly licensed as attorneys at law was considered by our court of appeals 
in People vs. Alfani, 227 N. Y. 334- The court of appeals in that case 
cited with approval the various definitions of law practice as adopted by 
the courts of other states and expressed the opinion that the practice of 
law includes not only the handling of litigation and appearance in court, 
but also ‘all advice to clients and all action taken for them in matters 
connected with the law.’ They cite with approval, Eley vs. Miller, 7 Ind. 
App. 527, 535: ‘But ina — sense it includes legal advice and counsel 
a the preparation of legal instruments and contracts by which legal 
rights are secured, althou ye matter may or may not be depending 
in a court.’ We beg to call your attention specifically to the fact that the 
court expressly rejected the opinion expressed in a dissenting memoran- 
dum in the same case, that the aa mag extended only to the practising 
or appearing as an attorney at law in the courts mentioned in the statute. 
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f To the same effect are Barr vs. Cardell, 173 Iowa, 18,31. Savings Bank vs. 
Ward, 100 U.S. 195. See also People vs. Schreiber, 250 Ill. 345 and People 
vs. Taylor, 56 Colo. 441. 
“Very truly yours, 
“ MeEyER Kurz, 
“ Certified Public Accountant.” 


Upon receipt of this letter it was re- 

Further Opinion ferred to the counsel of the American 

Institute of Accountants for an ex- 

pression of his opinion and we are glad to publish Judge Coving- 
ton’s reply herewith: 


“Your letter of April 4 concerning the article in the last issue of THE 
JouRNAL oF ACCOUNTANCY has been received, and I have read carefully 
your statement as follows: ‘We believe that there is no law inhibiting 
the giving of legal advice for a fee. The regulation of legal practice con- 
_ cerns the right to appear before courts but does not extend to the giving 
- of advice.” That expression does not accord with the general view of the 
. courts as to the ‘practice of the law.’’ In some of the states there are 
2 explicit provisions in the statutes defining legal practice, but even where 

{ the statute simply provides qualifications for admission to the bar the 
“4 : ‘practice of the law’ covers a much wider field of action than appearance 
Z for clients before the courts. I am bound to say that the expression ‘all 
%: advice to clients and all action taken for them in matters connected with 
the law’ cited by your correspondent to you from the case of People vs. 
Alfani, 227 N. Y. 334, is a statement of general application concerning 
what is ‘practising law.’ In Rule Case Law, Vol. 2, p. 938, the text reads: 
‘According to the generally understood definition of the practice of law 
in this country, it embraces the preparation of pleadings and other papers 
incident to actions and special proceedings, and the management of such 
actions and pleadings on behalf of clients before judges and courts, and, 
in addition, conveyancing, the preparation of legal instruments of all 
kinds, and, in general, all advice to clients and all action taken for them 
in matters connected with the law. An attorney at law is one who en- 
gages in any of these branches of the practice of law.’ It is true that in a 
state where there is no penal law prohibiting the practice of the law b 
3 those not duly licensed as attorneys at law it might be difficult to puni 
4 one, not a lawyer, for giving legal advice privately and charging for it. 
i It is, however, certain that such a person would have no right to recover 
for his services if payment were refused. Of course there are many ques- 
tions which are in the twilight zone dividing accountancy, engineering 
and other sciences from the law. Whether or not in a particular case the 
advice given is on a problem which is in reality a legal one may often be 
difficult to determine. It is, however, certain that legal practice is not 
restricted to appearance before courts, and giving legal advice for a fee 


is ‘practising law.’ io 
‘Sincerely yours, 
“J. Harry Covineton.” 


In order to stimulate the efforts of stu- 
dents in accounting subjects and partic- 
ularly those planning to enter the 
profession, the Oregon State Society of Certified Public Account- 
ants recently decided to offer a scholarship of twenty-five dollars 
_ annually to each of the following bodies conducting accounting 
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classes: University of Oregon, Oregon Agricultural College and 
Oregon Institute of Technology. The scholarship will be 
awarded by the faculty of each institution to the student deemed 
most worthy and is to take the form of such books on account- 
ancy subjects as the winner may select. This is an excellent 
plan and is reported here so that other societies may give it due 
consideration. The amount of a prize is not its value. Every 
student who receives an award of merit obtains an asset which 
will endure throughout his life. 


A correspondent writes to report that 
Trans-Stygian a university somewhere has issued a 
catalogue of its faculty in which appears 
the name, ‘Adam Smith, LL.D.”’ Lest there should be any 
uncertainty as to which member of the Smith family is intended 
it is explained that this is the author of The Wealth of Nations. 
We do not exactly believe this correspondent’s statement, but 
we should like to do so. At any rate, it is worthy of record. 
Perhaps the university is as dead as Adam Smith, who, as every- 
one should know, died in 1790. Our correspondent suggests 
that perhaps this university has a ouija board. 
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EDITED BY STEPHEN G. Rusk 


While it is not within the province of this department to take any but a 
neutral stand upon the political considerations animating congress in its enact- 
ment of a tax bill, this phase of the situation so forces itself to the fore that a 
few words upon it may not be amiss. Accountants are of necessity greatly 
interested in the tax proposals now in the course of being enacted into law, 
and one or two features proposed so vitally affect their clients that they cannot 
be ignored. 

The Jones amendment, sometimes described as “‘a substitute for excess- 
profits taxes’’, seeks to tax undistributed profits of corporations. This is not 
a new idea, as recent revenue acts have contained similar provisions, but as 
the collection of such taxes in the past has been found difficult in the great 
majority of the cases because of the difficulties confronting the commissioner 
in determining that an accumulation of earnings is not needed by the corpora- 
tion for the proper protection of its business, it is not apparent that the present 
proposal for such taxation is anything more than a political gesture. The 
proposed amendment attempts to get around the obstacle to successful ad- 
ministration by providing that a corporation may issue interest-bearing 
certificates in lieu of making distribution of cash dividends. To turn the 
phraseology about, the corporation may, to avoid paying a tax on undistribu- . 
ted earnings, distribute them and then borrow back its needed working capital. 
If this is good economics or good sense it is not apparent. 

Another proposal that violates one of the first principles of business is that 
which contemplates full publicity of tax returns, with special reference to 
those that are subject to adjustment between the commissioner and the tax- 
payer. Aside from the wholly objectionable nature of this proposal, we fancy 
that the taxing officials may not always welcome this publicity. No account- 
ant would advise a taxpayer to submit to an additional tax assessment without 
a careful scrutiny of the basis for the contemplated assessment as well as the 
purely arithmetical computation made by the bureau of internal revenue. 

Vigorous objections have been registered with congress against the two 
above-mentioned proposals. These protests have come from all sections of 
the country and seem to indicate that the proposed amendments are repugnant 
to a vast majority of the taxpayers. 


SUMMARY OF RECENT RULINGS 


Local Mutual Insurance Companies are not exempt if they receive income 

from fixed cash premiums or issue policies for such premiums (T. D. 3581). 
vt are conclusively presumed to be out of most recently accumulated 

undivided profits, under the 1917 act even though the directors specified that 
they be paid out of reserve for depletion, but current earnings are not a part 
of undivided profits or surplus (Douglas et al. v. Edwards). 

Taxes assessed against an individual member of a partnership are not to be 
paid out of the assets of a bankrupt partnership prior to payment of partner- 
ship creditors (Finkelstein et al. and Jones & Baker v. Bowers). 
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Interest accrued in prior years, under 1917 act, may be deducted in year 
paid and the limitation upon the deductible amount is to be applied separately 
to each of years in which it accrued (Brilliant Coal Co. v. Unsted States). 

Additional Salaries authorized and paid in 1917 for services rendered in 1916 
are not deductible in 1917 (Advisory Board Memorandum 86). 

Amortization is deductible based on cost of lease of a coal mine and spread 
over the life of the lease without regard to renewals of said lease. 

Loss of Useful Value of a malting plant in 1918 was allowed where plant was 
permanently abandoned that year and the salvage value did not exceed the 
cost to remove plant from the premises. 

Federal Taxes of a bankrupt takes precedence to its liability for unpaid 
wages (Essenkay Products Co. and John C. Connor v. Trustee in Bankrupicy). 

ayment to a German bank in marks after decline in value of marks results 
in no taxable income to debtor (Kerbaugh Empire Co. v. Bowers). 

Overpayment of taxes recovered by suit entitles espera to have judgment 
credited to taxes due later without recourse to claim for refund (Umnstted States 
ex rel Union Pacific Railroad Co. v. Blair). 

Waiver of statute of limitations can be filed only upon consent of com- 
missioner. 

{On account of great pressure on space in this issue of THE JouRNAL the 
text of rulings is omitted.—S. G. R.] 


F. W. Lafrentz & Co. announce the opening of an office in the Penton build- 
ing, Cleveland, with A. G. Potter, C. E. Flanders and R. B. Ranney as resident 
partners. 


Robert G. Sparrow & Co., of New York, announce that they have opened 
an office in San Juan, Porto Rico, and the admission to partnership of William 
F. Nye. 


William J. Robinson announces the opening of an office at 727 Higgins 
building, 108 West Second street, Los Angeles, California. 


Noel & Sanders announce the opening of an office at 224 Candler building, 
Atlanta, Georgia, and Sellers building, Troy, Alabama. 


Alonzo Richardson & Co., Atlanta, Georgia, announce the admission to the 
firm of Lewis L. Davis and Thomas W. Branch. 


McKee, Minteer & Co. announce the removal of their offices to suite 904 
Grand Avenue Temple, Kansas City, Missouri. 


Charles Banks & Co. announce the removal of their office to suite 401, 105 
West Monroe street, Chicago, Illinois. 


Nettie A. Trail announces the opening of offices in suite 901, Evans build- 
ing, Washington, D. C. 


Charles B. Mount, Jr., announces the opening of an office at 50 Church 
street, New York. 
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Epitep sy H. A. FINNEY 


ANALYSIS OF THE REVENUE STATEMENT 


This department has been requested to discuss the analysis of the profit-and- 
loss statement. The foliowing condensed statements, or summaries, will be 
used as the basis of the illustrations in the discussion: 


1923 1922 1921 1920 


$190,000 $180,000 $215,000 $200,000 
Cost of goods soid............... 112,100 102,600 133,300 120,000 
Gross profit on sales............. 77,900 77,400 81,700 80,000 
Selling expenses................. 28,000 35,000 32,000 30,000 
Net profit on sales............... 49,900 42,400 49,700 50,000 
General expenses................ 28,000 26,000 30,000 25,000 
Net profit on operations.......... $21,900 $16,400 $19,700 $25,000 


The analysis naturally, and obviously, begins with a comparative profit-and- 
loss statement. The statements for the year under review and the next pre- 
ceding year may appear in this comparative statement, or the statements for 
a number of years may be given. If the statement contains the figures for 
two years only, it may be set up as follows: 


NAME OF COMPANY 


Comparative profit-and-loss statement for the two years ended 
December 31, 1923 


Increase 

1923 1922. ~=Decrease* 

Net profit on operations................... $21,900 $16,400 $5,500 


If the comparative statement is to show the results of operations of a number 
of periods, it may take the following form: 


*In a typed statement, decreases are usually shown in red ink. i 
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Comparisons may also be made in the following manner: 
Amount Ratioto Ratio to next 


1920 prior year 

Net sales 

180,000 90.00 83.72 

Cost of goods sold: 

Gross profit on sales: 

Selling expenses: 

Net profit on sales: 

49,700 99.40 99.40% 

General expenses 

Net profit on operations: 


This statement shows the general trend of each element of the statement over 
the four year period. For instance, the trend of sales is represented by the 
rates: 100%, 107.5%, 90% and 95%. The statement also shows annual 
variations from the figures of the preceding years. For instance, the sales 
increased 7.5% in 1921, decreased 16.28% in 1922, and increased 5.56% in 
1923. 

It may also be desirable to make a comparative statement of the selling 
expenses and of the general expenses, showing increases and decreases, ratios 
to sales, increases and decreases in ratios to sales, and per cents of increase and 
decrease. The following table is illustrative: 
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COMPARISON OF SELLING EXPENSES 


For the two years ended December 31, 1923 
1923 1922 Increase—Decrease* Per cent 
fe io to Ratio to of increase 
Amount net sales Amount net sales Amount net sales or 


decrease* 
$0,000 4.74% $11,000 6.11% $2,000% 1.37%* 18.18%* 
Salesmen’s expenses...... 9,000 4.74 14,000 7.78 5,000* 3.04* 35.71* 


$28,000 14.74% $35,000 19.44% $7,000% 4.70%* 20.00* 


The rate of income on capital stock may be shown as follows: 


1923 1922 Increase 
Net profit on operations.................04+. $21,900 $16,400 $5,500 
Profits required to pay 7% dividends on $100,000 
of non-participating preferred stock......... 7,000 7,000 
Profits remaining as income on $75,000 of com- 
Rate of income on common stock............ 19.87% 12.53% 7-34% 


The turnover of merchandise is a significant factor. For purposes of illustra- 
tion assume the following additional information: 
STATEMENTS OF Cost oF Goops SOLD 


1923 1922 1921 1920 
Inventory, beginning of the year.... $ 26,500 $ 22,700 $ 20,000 $ 18,600 


II5,200 106,400 136,000 121,400 

141,700 129,100 156,000 140,000 
Inventory, end of the year......... 29,600 26,500 22,700 20,000 
Cant $112,100 $102,600 $133,300 $120,000 


The turnover is sometimes computed by dividing the cost of sales by the 
inventory at the beginning of the period, and sometimes by dividing the 
cost of sales by the average of the opening and closing inventories. Both 
methods are illustrated below: 


COMPUTATION OF MERCHANDISE TURNOVERS 
(Using opening inventories) 


1923 1922 1921 1920 
ee ee $112,100 $102,600 $133,300 $120,000 
Inventory, beginning of the year... 26,500 22,700 20,000 18,600 
Merchandise turnover............ 4.23 4.52 6.67 6.45 


COMPUTATION OF MERCHANDISE TURNOVERS 
(Using average inventories) 


1923 1922 1921 1920 
Inventories 
$26,500 $22,700 $20,000 $18,600 
29,600 26,500 22,700 20,000 
$28,050 $24,600 $21,350 $19,300 
Merchandise turnover........ 4.00 4.17 6.24 6.22 


*In a typed statement, decreases are usually shown in red ink. 
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It may also be interesting to note the rates of gross and net profits on the 
merchandise inventories. Either the opening inventory or the average of the 
opening and closing inventories may be used for the computation. 


1923 1922 1921 1920 

Inventory at beginning of the year.. $26,500 $22,700 $20,000 $18,600 

Gross profit for the year.......... $77,900 $77,400 $81,700 $80,000 
Rate of gross profit earned on invest- 

ment in inventories............. 294% 341% 409% 430% 

Net profit for the year............ $21,900 $16,400 $19,700 $25,000 
Rate of net profit earned on invest- 

ment in inventories............. 82.64% 72.25% 98.5% 134.41% 


Stress is laid by some accountants on the importance of the working capital 
turnover, which is computed by dividing the sales by the working capital, or 
net current assets. For purposes of illustration, assume the following informa- 
tion as to current assets and liabilities at January 1 of each of the four years: 


1923 1922 1921 1920 

Accounts receivable.............. 15,000 17,500 19,600 18,000 
Total current assets.......... $48,200 46,100 55,700 49,800 
Notes and accounts payable....... 18,200 16,100 25,700 19,800 
$30,000 $30,000 $30,000 $30,000 


The working capital turnover would be computed by dividing the sales for 
the year by the net current assets at the beginning of the year, as indicated 
below: 


1923 1922 1921 1920 
$190,000 $180,000 $215,000 $200,000 
ee 30,000 30,000 30,000 30,000 
Working capital turnover.......... 6} 6 74 6} 


It may also be of interest to compute the rate of net profit earned on the 
working capital, which would be done by dividing the net profit by the working 
capital. 

There is considerable doubt as to whether the working capital, or net current 
assets, is as logical a basis as the gross current assets for either the computation 
of the turnover or the rate of income. The figures in the foregoing statement of 
current assets and current liabilities were purposely chosen in order to produce 
the same working capital each year. And yet it will be noted that there is 
considerable variation in the annual totals of current assets. 

It would seem that the important question is, what is the total of the current 
assets which are in the round from merchandise to accounts receivable to cash, 
and which are required for the production of the operating profit. If each of 
two concerns has $50,000 of current assets, while one owes current liabilities of 
$5,000 and the other owes current liabilities of $25,000, it appears that they are 
on a common basis as to the current working assets used in their operations. 
It is not particularly significant, in judging the effectiveness with which the 
current assets are used, to take cognizance of the fact that one concern owes 
$5,000 of current liabilities and has a working capital of $45,000, while the 
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other owes current liabilities of $25,000 and has a working capital of $25,000. 
Assuming that each concern makes sales of $200,000, the working capital 
turnover would be computed as follows: 


First Second 

concern concern 
Working capital turnover................. 4-44 8 


Although the two concerns have the same current assets and make the same 
sales, the first concern is placed at a disadvantage in comparison with the 
second in the showing of working capital turnover, merely because it enjoys 
the more favorable condition of owing a smaller amount of current debts. 

Returning to the general illustration, it will be seen that the following state- 
ments of gross current asset turnovers, show much more clearly the relative 
effectiveness of the company’s use of its current assets than was shown by the 
statement of working capital turnover. 


1923 1922 1921 1920 
$190,000 $180,000 $215,000 $200,000 
Total current $48,200 $46,1 $55,700 $49,800 
Turnover of total current assets. ... 3.94 3.90 3.86 4.02 


The following table illustrates another method of showing the relative 
effectiveness of the investments in merchandise and current assets during 
successive years: 


1923 1922 1921 1920 

95% 90% 107.50% 100.00% 
93.42% 85.5% 111.08% 100.00% 
Merchandise, beginning of year..... $26,500 $22,700 $20,000 $18,600 
Current assets, beginning of year. . . 8,200 $46,100 $55,700 $49,800 


The increase or decrease in net profit may be accounted for by preparing 
statements similar to the following illustrations. It will be noted that the 
increase or decrease in gross profit is in each case shown to be due to two 
factors, namely the change in the volume of sales and the change in the rate of 
gross profit. In showing the amount of the change resulting from the increase 
or decrease in sales, it is assumed that if the rate of gross profit had remained 
the same in the later year, the additional sales would have produced additional 
gross profits equal to the product obtained by multiplying the increase in sales 
by the rate of gross profit of the preceding year; or if the sales decreased it is 
assumed that if the rate of gross profit had remained unchanged the gross 
profit would have been reduced by an amount equal to the product of the 
decrease in sales and the prior year’s rate. But if the rate of gross profit has 
increased or decreased, this change in rate affects the whole volume of business, 
and increases or decreases the gross profit by an amount computed by multiply- 
ing the total sales for the later year by the increase or decrease in the rates. 

The following statements illustrate a variety of different conditions which 
may be met in preparing the statement, accounting for the variation in ten 


profits. 
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NAME OF COMPANY 
Statement accounting for variation in net profit, 1923-1922 


8 Increase in gross profit: 
Due to change in amount of sales: 
10,000 


Multiply by rate of gross profit earned in 1922. . 43% $4,300 
Due to change in rate of gross profit: 


Multiply by sales of 1923.................. $190,000 3,800* 
Net increase in gross profit................... 500 
Change in selling expenses: 
Increase in net profit on sales..................... 7,500 
Change in general expenses: 
Increase in net profit on operations................ $5,500 


NAME OF COMPANY 
Statement accounting for variation in net profit, 1922-1921 


: Decrease in gross profit: 

; Due to change in amount of sales: 


Multiply by rate of gross profit earned in 1921 38%  $13,300* 
Due to change in rate of gross profit: 


Multiply by sales of 1922................ $180,000 9,000 
Net decrease in gross profit................... 4,300* 
Change in selling expenses: 
Decrease in net profit on sales.......... 7,300* 


*In a typed statement, decreases are usually shown in red ink. 
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Change in general expenses 

Decrease in net profit on operations............... $3,300* 


NAME OF COMPANY 
Statement accounting for variation in net profit, 1921-1920 
Increase in gross profit: 
Due to change in amount of sales: 


Multiply by rate of gross profit earned in 1920 40% $6,000 
Due to change in rate of gross profit: 


Multiply by sales of 1921................ $215,000 4,300* 
Net increase in gross profit................... 1,700 
Change in selling expenses: 
Decrease in net profit on sales.................... 300* 
Change in general expenses: 
$30,000 
Decrease in net profit on operations............... $5,300 


The statements for several years may be combined, thus showing trends and 
variations during a considerable period of time. 


NAME OF CoMPANY 
Statement accounting for variation in profits, 1920-1921-1922-1923 
1923-1922 1922-1921 I92I-I1920 


Increase (decrease*) in gross profit 
Due to change in amount of sales: 


ees $190,000 $180,000 $215,000 
180,000 215,000 200,000 
Increase (decrease*)......... 10,000 35,000* 15,000 
Multiply by = of gross profit % 38% 0% 
earned in 43 
———-_ $4,300 $13,300* $6,000 
Due to change in rate of gross 
t: 
te in current year ........ 4! 43% 38% 
Rate in prior year........... 43 38 40% 
Increase (decrease*) in rate . . 2%* 5% 2%* 
Multiply by sales of current 
$190,000 3,800* $180,000 9,000 $215,000 4,300* 
Increase (decrease*) in gross profit 500 4,300* 1,700 


*In a typed statement, decreases are usually. shown in red ink. 
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Increase (decrease*) in net profit 
7,500 7,300* 

Change in general expenses: 
26,000 30,000 25,000 


APPRAISALS 


This department would like to publish a symposium on the questions which 
arise in regard to appraisals. What are the advantages and disadvantages 
of taking up the values shown by the appraisal? If the asset accounts are 
adjusted to the appraisal, should the depreciation reserve accounts also be 
adjusted? Should the excess of appraised value over book value, assuming 
that there is an excess, be credited to surplus, capital surplus, or a reserve? 
Is such increase available for cash dividends? Is it available for stock divi- 
dends? Should depreciation be computed on the original cost or on the 
appraised value? How should retirements be recorded under various condi- 
tions (e. g., if the increase has been credited to surplus or to a reserve, and if 
depreciation has been computed on appraised value or on cost)? If deprecia- 
tion is computed on appraised value, what is the best method of recording the 
so-called realized appreciation? 

If the readers of this department have ideas to express on any or all of these 
questions, the editor will welcome them. Please address communications to 
the editor at 604 Harris Trust building, Chicago. Letters or articles of value 
will be published over the signature of the author. 


Thomas Cullen Roberts 


Thomas Cullen Roberts, member of the American Institute of Accountants, 
died at Hoboken, New Jersey, on April 5, 1924. To everyone familiar with the 
history of accountancy in this country Mr. Roberts’ name was almost a house- 
hold word. He was one of the participants in the activities of the early days of 
the profession and his work for accountancy is well known. He was for some 
years secretary of the American Association of Public Accountants, the prede- 
cessor of the institute. He was a certified public accountant under the laws of 
New Jersey and New York. 
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Change in selling expenses: 
$35,000 $32,000 
Increase (decrease*)........... 7,000* 3,000 2,000 | 
Increase (decrease*)........... 2,000 4,000* 5,000 


Book Reviews 


INTEREST AS A COST, by Ciinton H. Scovett. The Ronald Press Co., 
New York. 254 pp. 

Mr. Scovell’s book contains an attempt, which is not wholly consistent or 
convincing, to reconcile economic theory and practical cost accounting, as well 
as a discussion of the general accounting and legal phases of the subject. Com- 
mencing with the statement that the “‘ margin between selling price and cost is 
profit,’’ the author considers different kinds of cost, such as sacrifice cost and 
consumers’ cost, and ultimately decides that the objective of the cost ac- 
countant should be “entrepreneur’s cost.” At this point having perhaps, as 
we have, referred to two dictionaries and found as the primary definition of 
“entrepreneur’”—‘“One who gets up a musical entertainment”—he wisely 
undertakes to define ‘‘entrepreneur.”’ His definition is embodied in the follow- 
ing sentence: 

“By ‘entrepreneur’ is meant the person or persons—whether single 
proprietor, partners, or body of common stockholders—who own the 


capital goods and the product, hold control, and undertake the risks of 
operation.” . .. 


Clearly there are here included qualifications which may or may not be united 
in the same individual or group. The defining paragraph, however, ends with 
the following sentence: 


‘‘An entrepreneur may receive managerial wages or salary as laborer, 
interest as capitalist and profit as entrepreneur.” 


Further, in his appendix the author quotes with approval Taylor’s statement: 


“In strict economic analysis, however, profits ought to be limited to the 
third element, the taking of responsibility and the making of final deci- 
sions. 

This evidence leads to the inference that the term “entrepreneur” is used in 
the common economic sense of someone standing back of labor, capital and 
management alike. If so, it may be questioned whether the standpoint of this 
somewhat shadowy individual is the most useful one from which to consider 
“cost” for practical purposes. Certainly also from this standpoint the cost of 
capital includes compensation for risk as well as for use, just as it includes 
accident insurance as well as wages. 

Frequently, however, the author seems to regard profits as including, if not 
indeed being the compensation to, capital for risk (though not for use), and 
expresses it in terms of a percentage on the capitalemployed. As he also quotes 
and italicizes a reference by Taussig to “earnings of management or business 
profits,” it would seem that he is unwilling to make a definite choice between 
three materially different concepts of profit and consequently of cost. 

The uncertainty thus created is not dissipated by his discussion of specific 
rates, for he proposes a rate of 5%, 6% or 7%; that is, a rate substantially 
higher than is necessary as pure compensation for use of capital but sub- 
stantially less than is required to cover both use and risk. 
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On the accounting phase the author quotes Economics for the Accountant 
(Simpson) to the following effect: 

“Obviously he (the accountant) is not making his statements for any 
one other than the common stockholders. On the balance-sheet, for ex- 
ample, the surplus is not described as the common stockholders’ surplus, 
but it so evidently belongs to them that no specific mention is necessary. 
Every accounting statement is made for the common stockholders, who 
may or may not be entrepreneur-capitalists but who are always entre- 
preneurs. 


We are not prepared to accept either of the arguments here advanced without 
question. The second point lies in the field of economics and may turn on the 
definition of ‘‘entrepreneur.”’ On the accounting point the author is clearly in 
error; surplus does not necessarily belong to common stockholders. It may, for 
instance, be used to pay dividends on preferred stock in respect of either a past 
or a future period. 

The review of court decisions does not lead to any very significant conclu- 
sions one way or the other, and indeed this is not a question upon which the 
courts could be expected to furnish guidance. 

The author makes a valiant effort on behalf of his favorite theory but it can- 
not be said that he has succeeded in putting it beyond the reach of controversy. 

GerorGe O. May. 


INDUSTRIAL COST ACCOUNTING FOR EXECUTIVES, by Paut M. 
Atkins. McGraw-Hill Book Co., New York. Cloth, 322 pp. 


Mr. Atkins says in his preface that he has written this book ‘‘ with the hope 
that it will make clearer to executives some of the many possible uses of cost 
accounts.” If the idea is to “‘sell”’ a cost accounting system, I am doubtful 
of its success. It is not difficult to convince an intelligent executive of the 
advantages of knowing his costs; he will agree to that unhesitatingly. But the 
further he is led into the mazes of a very complex subject, the more he is apt to 
wonder if the expense of it is going to be worth the results. But if the book is of 
dubious value as far as executives are concerned, it is far otherwise for the ac- 
countant. Mr. Atkins has brought the subject of cost accounting for the man- 
ufacturing business up to date. He describes in clear and pleasantly readable 
chapters the standard methods of practice with the principles underlying them 
in a way the student can readily follow and the skilled practitioner appreciate. 
The chapter on “burden earned and unearned”’ covers in a very satisfactory 
manner a much-vexed problem. And after one has followed through the whole 
system of interlocking records, one may heartily agree there is absolutely no 
reason why there should be ‘‘an independent set of records as is sometimes 
advocated” (p. 266). There are practical and useful chapters on mechanical 
and other aids to cost accounting—forms, reports, graphic charts, etc., with an 
exhaustive bibliography and good index. The question of interest as an ele- 
ment of cost is fairly and impartially discussed, the author drawing the con- 
clusion that its effect upon the unit cost is so slight as not to be worth the un- 
ending quarrel over it. But I cannot quite agree that “it is almost wholly a 
matter of expediency” in view of the attitude of the federal income-tax bureau. 
Making up a return which requires the elimination of all interest elements 
from costs might prove a bit expensive for the client! W. H. Lawron. 
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ment. 1917, p. 112-64). 1908, p. 336-46. 

Diemer, Huco. Factory accounts, cost de EMERSON, HargINGTON. Practising efficiency 
partment. (Ia his Factory organisation and and knowing costs; a letter to a New Eng- 
ecdministration. 1914. p. 51-7, 269-91). land manufacturer. New York, Emerson 
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cost finding. 100%, Dec. 1920, p.-7 EMERSON, HARRINGTON. Reliable, immediate, 
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costs? Canadian machinery, July $1, 1919, necring magazine, Jan. 1911, p. 496-506. 
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It simply and clearly points to the sources from which information on any account- 
ing or related subject may be obtained. To obtain the information it is necessary to 
know where to look for it. The Accountants’ Index is the Key. 
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NicHoison, J. Napenach. Valuation and rat- ment on balance sbeets of companies. Ac- 
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1891_ p. 547-8, 560-3. Snorrock, E. G. Accountant and appraisals: 
Pace, Epwarp D. Balance sheet ‘aluations. correspordence. Journal of accountancy, 
Accountant, June 17, 1916, p. 685-90. Ac- Dec. 1905, p. 146-7. 
counting and commerce, April 1916, p. 8-14. SmitH, OBERLIN. Inventory valuation of ma- 
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54. Canadian chartered accountant, Jan. ciety of mechanical engineers, 1886, p. 433. 
1917, p. 189-200. Somers, WitttaM A. Valuation of real estate 
Paton, Writ A. ano R. A. STEVENSON. for taxation. National municipal review, 
Valuation of assets. (In their Principles of April 1913, p. 230-8. National reat estate: 
accounting. 1918. p. 433-541, 47-9). journal, Oct. 15, 1914, p. 277-83. ek. 
Payne, ALexanper W. Principles upon which Sternens, H. J. B. Duties of an auditor in 
the assets of a joint stock company should relation to the valuation of assets. Incor- 
be valued for balance sheets. Accountant, porated accountants’ journal, 1893-4, p. 46. 
Feb. 13, 1892, p. 141-6. Tassin, J. S. Depreciation and valuation: 
Superior court decision covers correspondence. Journal of accountancy, 
most yaluation questions. Engineering news, July 1915, p. 77-8. 
Jan. 31, 1918, p. 216-8. Tomas, JOHN J. Depreciation and valuation. 
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For the Accountant 


COLUMNAR BOOKS in various sizes 
and combinations from 2 to 24 columns, 
specially ruled and printed blank books. 


COLUMNAR PADS of superior white 
bond with rulings 4 to 28 columns— 
sizes 84 x 14 to 34x 14. 


LOOSE LEAF DEVICES in every 
form — books, binders, ledgers and 
specially ruled sheets to meet particular 
needs. 


All forms of Commercial Stationery 


JOHN WARD & SON 
Printers and Stationers 
115 Cedar Street 112 Liberty Street 
New York 


Sent prepaid saywhere in the U. 8. upon receipt of price. 
Money edia refunded if not satisfactory in every 
Tespect. Send for Catalog “JJ.” 


366 Broadway New York City 


Century Leather Crafts Company 


USE an HB 
Dixon’s Eldorado 
for adding up the 


stuff.’’ The 
figures will stand 
out clear and dis- 
tinct and you will 
nevermistakea3 for 
a5ora5 foran8s. 


SEND FOR 
FREE SAMPLES 
Write for full-length free samples of 
DIXON’S ELDORADO and full- 
length free samples of Dixon’s‘‘BEST” 
COLORED PENCILS. Both are 


the master drawing pencil” 


JOSEPH DIXON CRUCIBLE COMPANY 
Pencil Dept. 117-J, Jersey City, N. J. 


Canadian Distributors: 
A. R. MacDougall & Co., Ltd., Toronto 
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t made gold finished staple and hooks padlock. Strong é 
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THE JOURNAL OF ACCOUNTANCY 
Volume XX XVII 
January, 1924—June, 1924 
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Price $4.00 


THE JOURNAL OF ACCOUNTANCY, IncorporaTED 
135 Cedar Street, New York 


INDEX 


to 


THE JOURNAL OF ACCOUNTANCY 


Volumes XVII - XXXIV 
January, 1914— December, 1922 


A complete index to the issues of The Journal of Account- 
ancy for a nine-year period; a continuation of the Index 
published in 1914. 


Approximately 200 pages, Journal size, bound in buff 
buckram with red morocco labels, to match the binding and 
style adopted by The Journal of Accountancy. 


Orders should be placed at once. Price, delivered in the 
United States, Canada and Mexico, $2.50 
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THE BALANCE SHEET 


Its Preparation, Content and Interpretation 
By CHARLES B. COUCHMAN 


Intended for the every-day use of: 
ACCOUNTANTS 
ATTORNEYS 
AUDITORS 
BANKERS 
Business MEn 
CrepiIt MEN 
INVESTORS 
Tax Men 
STUDENTS OF BUSINESS 


The subject matter in this book is so arranged that 


In Preparing a Balance-sheet 

One finds complete information regarding 
—Headings, classifications and arrangements 
—The proper accounts to portray each financial element 
—Exactly what should, and what should not, be included in each 
—-How each should be measured 

so that the result will properly display the true financial facts regarding the 

organization for which it is prepared; and 


In Analyzing a Balance-sheet 
One may readily find an explanation of each item appearing therein and 


the interpretation that should apply to each group in the statement and to 
each account within a group. 


The Journal of Accountancy, Incorporated | . 
135 Cedar Street, New York | Ready for delivery 

Please send prepaid........ copies Tue BALANCE I 
Sueer, by Charles B. Couchman. Enclosed please The 
; Journal of Accountancy 
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Rates are $9 per inch or 


Classified Advertisements 


bo tn hand at the office of The Journal of Accountancy 
or fraction for 


previous to the twentieth of the month 
one insertion; $7 per inch or fraction each addi insertion 


HELP WANTED 


SITUATIONS WANTED 


Accountant 


Qanited, French speaking, wanted to take charge of Paris 
of American firm of Public Accountants. British trained 
man with some years’ American experience and over 30 years 


of age preferred. Box 559, care of The Journal of Accountancy. 


Certified Public Accountant 


Capable of taking complete charge of branch office. None ae 
thoroughly experienced men capable of showing good record 
considered. Give full particulars in first letter. Strictest con- 
fidence. Box 567, care of The Journal of Accountancy. 


Chicago Firm 


Desires accountant thoroughly qualified to handle bank audits. 
No traveling. State full particulars. Box 564, care of The 
Journal of Accountancy. 


Help Wanted 


Salaried positions $2,500 to $25,000 upward; executive, tech- 
nical, administrative, engineering, manufacturing, professional, 
managing, financial, etc., all lines. If qualified, and receptive 
to tentative offers, you are invi to communicate in strict 
confidence with the undersigned, who will conduct preliminary 
negotiations. A method is provided through which you may 
receive overtures in confidence, without jeopardizing present 
connections, and in a manner conforming strictly to profes- 

sional ethics. Established 1910. Send name and address only 
for preliminary particulars. No obligation. R. W. Bixby, Inc., 
513 Lockwood Building, Buffalo, N. Y. 


Reputable Firm 


of Certified Public Accountants desires to employ Seniors who 
have had several years’ experience with reputable public ac- 
counting firms, and who are capable of taking complete charge 
of audits and system installations. No attention will be paid 
to applications which fail to give full details of academic and 
professional education, accounting and auditing experience, 
references and salary expected. Box 557, care of The Journal 
of Accountancy. 


Certified Public Accountant 


Because of impaired health advertiser seeks connection in mild 
climate location. Fifty-two. Broad experience in 

practice and liquidation of “frozen assets." Clear record. Box 
560, care of The Journal of Accountancy. 


New York Certified Public 
Accountant 


Examination of 1916, age 37, married. Seventeen years’ experi- 
ence; 7 years in public practice with well recognized firms, one 
year as a member of a firm. Will accept position in public 
practice or otherwise; location immaterial. Box 566, care of 
The Journal of Accountancy. 


Public Accountant (Dutch) | 


Seeks connection with American firms of Accountants for repre- 

sentation in Europe; able to deposit security; wide experience, 

Apply a van der Hauw, Wierdenschestraat 18, Almelo, 
olland. 


Senior Accountant—Executive 


Desires position as resident auditor of large corporation or other 
responsible position, Formerly secretary, treasurer, auditor, 
etc., with various companies. Tax practice 
years’ public accountin experience. Age 30. Box 7 
Neville Street, Pittsburgh, Pa. 7 


What Have You to Offer? 


American, 35 years old, married, has practised as Public 
Accountant and Income Tax Consultant for six years, admitted 
to practice before Internal Revenue Bureau. Trained and ex 
perienced in mercantile, publishing, banking, foreign exchange, 
and mining and smelting abroad and United States. At present 
on Pacific Coaet with large metal mining company. Open for 
engagement July 1, 1924, and desirous of locating in East. 
No objection to traveling. Box 563, care of The Journal of 
Accountancy. 


Senior 


We desire the services of a Senior Accountant who is capable of 
handling diversified work without supervision. opportu- 
nity for a man holding an Ohio Certified Public Accountant 
certificate and membership in the American Institute of Ac- 
countants, or qualified to secure both. Give full particulars, 
which will be treated in strict confidence. RODEN & WEISS 
(Certified Public Accountants, Members of the American Insti- 
tute of Accountants), 909-915 Fourth National Bank Building, 
Cincinnati, Ohio. 


MISCELLANEOUS 


Accountant 


In large southern city will sell interest in established practice 
or operate branch office for large firm, Address Box 555, cafe 
of The Journal of Accountancy. 


SITUATIONS WANTED 


REPRESENTATIVES 


Accountant 


with a progressive Certified Public Accountant 
hree and one-half years’ public accounting experience 

in =p oo capacity. Age 27, single. Box 565, care of The 

Journal of Accountancy. 


Firm of Eastern Accountants wishes to communicate with & 
perienced Certified Public Accountants located in the Centml 
and Pacific Coast States relative to representation in thet 


localities. State fully experience, training, number of years 
etc., etc., when answering. Box 568, care 
Journal of Acco untancy. 
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‘Uannais Training 


Rae 


You men preparing now for C. P. A. exam- 
ination need a broad, solid foundation such as 
pi is provided by Vannais training. Then you 


one 
a can go to the examination room with comfort- 
x able confidence. 
If you will tear out 

Hundreds of men have won the coveted de- and send.us thecou- 
pre- pon below, you will 
nce gree because they’ve let Vannais Training get an unusual book 
on Vannais Train- 

guide them. ing and other valu- 
able information. 
VANNAIS TRAINING IS AVAILABLE FOR EITHER 
pe: CORRESPONDENCE OR SCHOOL INSTRUCTION. 2 
tr, PLEASE STATE YOUR PREFERENCE BELOW. a 1 
406 
The Vannais AccountTinG Institute, Jnc. 
a 30 Asylum Street, Hartford, Connecticut to 
u 
— NEW YORK CHICAGO MINNEAPOLIS SAN FRANCISCO 
unge, 


TRAINING 


Vannais Accountine InstiTuTe 
jo Asylum Street, Hartford, Conn. 

Please send me full information on Vannais Training. It is understood that 
this request does not obligate me in any way. 


Name 
Adare. 
Vy, Business Position. 
their Vv I aspire to the C. P. A. degree ves[_] wo[] Check one 
VVvvy vvvy¥ 
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AUDITORS — BOOKKEEPERS 


Turn 
You can 


Also exclusive territory with liberal drawing 
account to full time 


150-page 


264 Van Alst Ave. 


ing our Loose Leaf Accounting Systems and 


COUNTANTS 


Your Spare Time into Money 
count on a steady, growing income by 


.~ Special Ruled Forms, Manifold 


ienced men. Send for 
catalog and full details. 


THE C. E. SHEPPARD CO. 


Long Island City, N. Y. 


The American Institute of Accountants 
Library needs the following numbers 
of the ACCOUNTANT: 

July 12, 1919 


August 30 
tember 6, 


Also pages 29-32 of the LAW REPORTS 
for Volume 63. 
Communicate with us before mailing 


THE JOURNAL OF ACCOUNTANCY 


Incorporated 


135 Cedar Street - - New York 


STEPHEN H. ANGELL 


IF 


You Have Any Insurance 
or Surety Bond Problem 


CONSULT 


89 Maiden Lane, New York 
PHONE BEEKMAN i100 
Years of experience at Your Service FREE 


We have ready for binding 


A Full Set of 


The Journal of Accountancy 


from 
November, 1905, to December, 1923, — 
inclusive, including two indexes 
THE JOURNAL OF ACCOUNTANCY 
Incorporated 


135 Cedar Street - ~ New York 


Publications obtainable from The Journal of Accountancy, Inc. 


Mark with (X) volumes desired 


5.00 Audit Working Papers 
7.50 


bound in leather 


[]% 4.00 a year, $.35 a copy. The Journal of Accountancy 

[-] $15.00 The Accountants’ Index and Supplement—2 Volumes 

5.00 The Accountants’ Index Supplement 

1.50 Introduction to Actuarial Science 

1.00 Duties of the Junior Accountant 

1.65 American Institute of Accountants Year Book, 1923 

2.00 Examination Questions, June, 1917, to May, 1924 Ready June 10th 


$ 
C$ 


3.00 The Balance Sheet 
2.50 The Journal of 
Accountancy Index 
4.00 Bound Volume of The 
Journal of Accountancy 


The Journal of Accountancy, Inc., 135 Cedar St., New Yoru 


Enclosed please find dollars for which you may 
send me, prepaid, the books checked above. 
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| ACTUARIAL SCIENCE 


Published tundor the Hid 
the American Insitute of 


A WORK that 
| student 


By a. 


! BECAUSE of the desine of many ae” 
| countants. aod students for 
tion on this subject, Mir, Finney, 
| tor of the Students’ Departament ot 
| Twe Jovrna. or ABeDUNTANGE, hes 
written this book consisting 101 


pages, 5 x 7 inches, printed 
type and bound in cloth. pares. 


THE TEXT of “Introduction 
Actuarial Scie 
which appeared in Tae 
AccouUnNTANCY and solutions. of all 
et oblems in actus ial 
in the examinations ei contained 
Institute of Accountants 
including May, 1920. 


INTEREST, single 
nuities, leasehold premiums, ba and, 
depreciation are discu 


and concise manne 


IS WORK should not 


|} in: book, forma in 


this book's popularity hes 
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modern business, together, 


with an intensive™ grip 


essential detail, is obtained: 
by the well-directed and comprehensive 
study of Accounting, Law, 
Applied Economies, and Organization, = 


The Pace Course in eAccountaney and, Dusmess Ad- 
ministration is given in Resident schools ia New York, ~ 
Washington, Boston, and Newark, Tie expenmence 
of many able practitioners of Accountancy. and Law is 
thus made available te large numbers of 


The school credentials are everywhere recognized as 4 


evidence of training of am exceptional character, 
You May Try the Extension Course for One Month tor! $ 


The Pace Course is also offered by Extension through the mails: “= 
This month’s trial offer makes it possible for you, with small 


financial outlay, to test beth the Pace Qourse @nd your own a a 


ability to study by Extension. . Write for details ot this $7 ‘rie! a 


offer and for the interesting descriptive booklet, 


Pace Institute 
30 Chureh Street, New York City 
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